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THE PROBLEM OF ORDER IN ECONOMIC AFFAIRS* 


JOSEPH J. SPENGLER 
Duke University 


The art of progress is to preserve order amid change, and to preserve change amid 
order... .Order is not sufficient... . What is required, is. . . .order entering upon novelty; 
so that the massiveness of order does not degenerate into mere repetition; and so that 
the novelty is always reflected upon a background of system. 


A. N. Whitehead, Process and Reality 


The problem of economic order is taking on the importance it had in classic 
Rome about the time Augustus substituted the principate for the republic, and 
in Western Europe during the period of religious strife when Bodin and others 
were searching for a means of unifying the community. In this paper I deal 
with the problem of economic order and with economists’ and others’ treatment 
of it at various epochs in man’s ideological history. In the first section I discuss 
analytically a principal source of error in economic theory, of which the treat- 
ment of the problem of economic order is later shown to be a prime example. 
In Section II, I define the problem of economic order. In Sections III, IV, and 
V, I summarize the treatment of this problem by representative ancient, medi- 
eval, and modern writers. In Section VI, I examine some of the consequences of 
Smith’s views’ having been followed to the exclusion of relevant views of the 
Physiocrats. In Section VII, I consider the implications of the preceding analy- 
sis for the contemporary American economy. 


I 


Man, as represented by the social theorist, inhabits two realms of being, a 
realm that is real and a realm that is analytical or hypothetical. The realm that 
is real comprehends the earthy, dissonant, bumbled, and seemingly confused 
(albeit not wholly disorderly) world of affairs of which an all-perceiving, all- 
understanding, and hypothesis-free observer from another planet would be 
sensible. The realm that is hypothetical consists of the mental constructs more 
or less wittingly built by the social theorist (and, for that matter, though less 
wittingly, by every human observer) out of his percepts and concepts of the 
real realm, with the object in view of mirroring the significant components of 
the real realm and attaining understanding of and (possibly) control over this 
realm. The hypothetical realm, moreover, although sharply distinguishable 


* Presidential address delivered before the Southern Economic Association, November 
7, 1947. 
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2 JOSEPH J. SPENGLER 


from the real realm, is an integral part of the latter, inasmuch as man’s behavior 
through time is conditioned by his percepts, concepts, and hypotheses of the 
elements composing the aggregate environment impinging upon him. 

The hypothetical, abstract realm of being generated by social theorists con- 
stitutes a part of their society’s ideology, itself an important component of this 
society’s spiritual equipment, which, together with its substantial equipment, 
determines the well-being of the individuals composing the society. The hypo- 
thetical realm of being may be distinguished into its irrational and its rational 
components, and the latter may be divided, in turn, into that which appears to 
consist with the real realm of being and that which does not. Progress in social 
theory and (in considerable degree) in man’s ability to shape his spiritual and 
physical environment consists in the supersession of irrational by rational mental 
constructs, and in the replacement of mental constructs which do not consist 
with the real realm of being by those which do. 

At different times in man’s ideological history his hypothetical realm of being 
has been variously divided into subrealms by social scientists. Moreover, with 
the differentiation of social science and social scientists, particular hypothetical 
subrealms of being have fallen under the dominion of particular groups of social 
scientists who have. been implicitly charged, somewhat after the manner of 
priesthoods in ancient Egypt, to make their respective hypothetical subrealms 
of being adequately represent the corresponding and referent real subrealms of 
being. 

The subdivision of the hypothetical realm of being, coupled with the manner of 
parcelling out of the custody of these hypothetical subrealms, has not been un- 
mixed blessing. This arrangement has been in accord with the time-tested 
principle of specialization; but it has not always been accompanied by adequate 
coordination. In consequence, certain hypothetical subrealms have been 
neglected while others have been given undue attention and have been allowed 
to masquerade as both themselves and cognate hypothetical subrealms. Such 
disproportionality in attention would be of no material concern to man were it 
not for the fact that the hypothetical realm is, as has been noted, an integral 
part of the real realm of being; that the hypothetical subrealms of being are 
interdependent; and that consequently the substantial welfare of man is sensitive 
to overemphasis of some hypothetical subrealms of being at the expense of 
undervaluation of others. 

The subject matter of economics constitutes one of these hypothetical sub- 
realms of being, respecting whose boundaries, however, economists have differed. 
Exponents of operational definition have been content to say that economics is 
what economics does. Others have accepted Robbins’s definition of economics 
as “the science which studies human behaviour as a relationship between ends 
and scarce means which have alternative uses.’ Still others have agreed with 
Fraser that connecting economics with the idea of wealth need not be inconsistent 


1L. Robbins, An Essay on the Nature & Significance of Economic Science, 2d ed., London, 
1935, p. 16. 
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PROBLEM OF ORDER IN ECONOMIC AFFAIRS 3 


with centering it about the concept of scarcity.2, For our purposes Parsons’ 
description is more satisfactory: that economics is a science of action, concerned 
with the ramifications of economic rationality “in its various relations to the 
concrete facts of action,” and to be distinguished both from politics (which has 
to do with coercive rationality, power relations, and social order) and from soci- 
ology (which treats of the ‘‘integration of individuals with reference to a common 
value system, manifested in the legitimacy of institutional norms, in the common 
ultimate ends of action, in ritual and in various modes of expression’’).* 

It is the adequacy of the aggregate content of the definitions of the various 
hypothetical subrealms of being that is important rather than the specific con- 
tent of the definition of any particular subrealm. For example, it does not make 
too much difference how we circumscribe the hypothetical subrealm assigned to 
economics provided that: (a) this subrealm accurately represents its correspond- 
ing real subrealm of being; (b) other hypothetical subrealms are so defined that 
in the aggregate they adequately represent those portions of the real realm of 
being not represented by economics; and (c) economists are fully aware that, 
just as in the real realm of being, economic, political, sociological, and other 
elements are more or less interdependent, so in the hypothetical realm of being 
the analytical elements corresponding to these real elements are more or less 
interdependent. If condition (c) is not met, and at the hypothetical level 
reliance is placed in the capacity of the economic subrealm per se to reflect com- 
prehensively all significant objects and events relevant to the real economic sub- 
realm of being, an adequate representation and explanation of the latter will 
not be forthcoming. Moreover, even though condition (a) is observed, condi- 
tion (c) cannot be met unless condition (b) is satisfied. 

Our present incapacity to deal with the problem of economic order arises in 
large measure from the compounded failure of economists (1) to devise a hypo- 
thetical subrealm that adequately represents economic objects and events in the 
real subrealm of being, and (2) to take fully into account at the hypothetical 
level the interdependence of the economic subrealm with other relevant sub- 
realms. In particular, economists have failed sufficiently to recognize that what 
takes place in the real subrealm of being they are studying is conditioned by the 
prevailing state of power relations and by the extent to which conduct influencing 
common values and value attitudes have been integrated! In the historical 


2 L. M. Fraser, Economic Thought and Language, London, 1937, chap. 2. 

3 Talcott Parsons, The Structure of Social Action, pp. 757-75, especially 765-768. This 
important study has been very helpful to me in the preparation of the present paper. See 
also on this question F. H. Knight, ‘‘Economic Science in Recent Discussion,’’ American 
Economic Review, XXIV, 1934, pp. 225-38, and my “Sociological Presuppositions in Eco- 
nomic Theory,’’ Southern Economic Journal, VII, 1940, pp. 131-57. 

4 The conditions of action (heredity and environment), as Parsons states, “may be con- 
ceived at one pole, ends and normative rules at the other, means and effort as the con- 
necting link between them.’ Op. cit., pp. 732, 717-19. Of particular importance (see 
notes 27, 66 below) are the ends and normative rules. For when many persons coexist in 
the same physical space, their ultimate values cannot be random and multiple; they “‘must 
be, to a significant degree, integrated into a system common”? to the members of the com- 
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sections that follow it will be shown how this neglect of the réles of common 
values and the distribution of power originated. 


II 


Three somewhat incompatible conditions have combined, at all times and in 
all economies, to create the problem of economic order: the autonomy of many 
consuming and factor-organizing and supplying agents; the necessity that these 
autonomous agents behave in an appropriately codperative and codrdinate 
fashion; and the generally felt need that economic activity be continuous and 
uninterrupted. The problem has been aggravated, moreover, by the force 
of secular and random change which is continually playing upon these three con- 
ditions as well as upon other aspects of man’s real realm of being, and which 
has been the principal source of the recorded improvement in man’s material 
lot. 

Economic activity issues ultimately out of the pressure men are under to 
transform more or less undifferentiated factors of production into goods and 
services. Economic activity therefore entails autonomy at two levels, at that 
of the consumer-agent and at that of the agent who combines and organizes 
factors of production, or conditions their supply. Decisions regarding what and 
how much is utilized for ultimate consumption are made chiefly by individual 
consumers, by familial units, by eleemosynary institutions, and by governmental 
units. Accordingly, since each decision maker enjoys a greater or lesser degree 
of autonomy, it is not possible for any one to gauge at any moment the full 
significance of the aggregate of consumer decisions being made. Decisions re- 
garding what and how much is to be produced, and by what methods, are made 
by private and public entrepreneurs (i.e., proprietorships, partnerships, corpora- 
tions, and other plural enterprises) in the light both of their surmises and ap- 
praisals respecting actual and prospective decisions at the consumer level and 
of other supposedly relevant circumstances. Again, since each of these decision 
makers enjoys a greater or lesser measure of autonomy, it is impossible for any 
one to predict at any moment just what the aggregate of producer decisions then 
being made signifies. Decisions regarding the provision of factors and materials 
of production are also made by autonomous agencies, the supply of labor being 
under the dominion of the individual worker and/or a trade union® (bent upon 
both perpetuating itself and maximizing the remuneration of its members),® and 





munity; and in fact they ‘‘are developed in the processes of social interaction.’’ See 
Parsons’s analysis of Durkheim’s views, ibid., pp. 400-401. It is interesting to note that 
Leibniz accounted for the harmony of minds by supposing them under one moral govern- 
ment. See H. W. Carr, Leibniz, London, 1929, pp. 131-32, 133-34. 

5 It may also be under the control of others with power over individual workers (e.g., 
slave owners). 

6 On some of the factors which influence corporate decisions, see R. A. Gordon, Business 
Leadership in the Large Corporation. On factors which influence trade-union decisions see 
A. M. Ross, ‘“‘Trade Unions as Wage-Fixing Institutions,’’ American Economic Review, 
XXXVII, 1947, pp. 566-88; J. Shister, ‘“The Locus of Union Control in Collective Bargain- 
ing,” Quarterly Journal of Economics, LX, 1946, pp. 518 ff., ““The Economics of Collective 
Bargaining,” Journal of Political Economy, LI, 1948, pp. 338 ff., ‘““The Theory of Union 
Bargaining Power,’’ Southern Economic Journal, X, 1943, pp. 15! ff. 
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the supply of other productive agents being under the governance of owners 
who usually are entrepreneurs. 

In the absence of coéperation-producing coérdinating arrangements, autonomy, 
at the consumer, supplier, and producer levels must generate unpredictability, 
conduce to economic disorder, and, in conjunction with the continual stimulus 
of change, make for frequent interruption of the circular economic flow. In 
theory these coérdinating arrangements may assume a number of forms. But 
these forms are not equally satisfactory; whereas some secure the codperation 
of the discretionary agents without interfering unduly with their autonomy, 
others operate, actually or in effect, to destroy the autonomy of the agents whose 
economic behavior they are supposed to coérdinate. Thus codrdination may be 
accomplished by centering in the state the determination of what is to be pro- 
duced, how it is to be produced, and to whom it is to be distributed; yet this 
arrangement, except when it is executed under the guidance of a flexible price 
system, strips the theretofore autonomous agents of their independence. Again 
codperation may be secured by imbedding in the underlying value system an 
appropriate set of tastes and a preference for appropriate productive methods; 
but this arrangement, while it does not actually destroy the autonomy of the 
agents whose activities are being codrdinated, in effect solves the problem of 
order by terminating its existence. Yet again, codperation may be secured by 
allowing the several agents their respective autonomy while requiring them to 
conform their behavior to certain rules calculated to codrdinate their activities; 
this method circumscribes autonomy and codperation without destroying either, 
thereby making possible their reconciliation. If it be granted that a large 
measure of autonomy is desirable, it follows that cooperation may best be 
secured through (i) a considerable and appropriate integration of underlying 
values; (ii) the establishment and enforcement by the state of norms and rules 
suited to produce coérdination without destroying autonomy; and (iii) action by 
the state to prevent any appreciable interruption of the continuity of the ag- 
gregate flow of goods and services. 

I shall not attempt to define economic order and its requisites with precision; 
for its meaning and content have undergone modification pari passu with changes 
in man’s environment, in his conduct-determining ends and norms, and in the 
means he has at hand to make his environment subserve his ends. In general, 
it may be said that the problem of economic order is solved in proportion as the 
three objectives, autonomy, codperation, and continuity, are achieved and recon- 
ciled both with one another and with the force of secular and random change. 

Present-day economists will probably agree that, given a distribution of income 
both realizable and generally acquiesced in, economic order exists in proportion 
as: (a) disguised unemployment is absent; (b) technological and related progress 
is at a rate consistent with the maximization of the annual increment of output 
per capita; (c) productive processes are not subject to interruption by political 
strife, by conflict over the division of output, or by cyclical depressants remov- 
able, or mitigatable, consistently with (b) and (d); and (d) conditions (a), (b), 
and (c) are compatible with relevant elements in the prevailing common value 
system. Condition (d) is introduced to allow for value elements whose full or 
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adequate realization is, or was, inconsistent with the full realization of conditions 
(a), (b), and (ec). For example, it is necessary to allow for the fact that economic 
activity has, or may have, value for the actor both as means and as end—both 
the game itself and its favorable outcome may yield satisfaction to the player; 
and it is essential to remember that when slave or feudal relationships were 
dominant, full realization of conditions (a) and (b) was not practicable. 


Ill 


Before I consider the treatment of the problem of economic order by Europeans 
who wrote prior to Quesnay and Smith,’ I should like to pose the problem in 
purely abstract terms. So let us imagine an economy composed of individuals 
who are without conduct-regulating institutions and free of the coercive influence 
of an external coérdinating agent. If these individuals are animated by ap- 
propriate automatic behavior mechanisms, or are under the governance of ap- 
propriate conduct-determining norms, they will carry on the interdependent 
activities of the economy harmoniously and coéperatively. If, although neither 
of these conditions holds, a powerful external agent is present to codrdinate 
these activities, like cooperation and harmony will result. In each of these 
three situations, our supposed human world is completely atomized; yet the 
activities of these autonomous atoms are coérdinated and harmonized, respec- 
tively, by internal automatisms, by norms, and by a coercive agent. In the 
absence of each of the stipulated codperation-producing conditions, there would 
be disharmony and disorder. 

The real realm of being, of course, does not correspond to any one of these 
hypothetical realms; for in the real world the behavior of individuals, while 
more or less autonomous in character, is subject to the unobtrusive and/or overt 
regulatory influence of the institutions, associations, laws, folkways, mores, and 
other habit-patterning arrangements operative in the community. These regu- 
latory influences are designed and help to produce harmony within circum- 
scribed segments of the real realm of being. These influences also can and do 
contribute to the solution of the larger problem, the harmonizing of the diverse 
economic ends and activities of the more or less autonomous individuals and 
groups composing the economy. At different times in history men have em- 


7 Limitations of time and space prevent our discussing the manner in which the problem 
of economic order was solved and the good of the individual was harmonized with that of 
his fellows and that of the community by other cultures and their social scientists. As- 
pects of the problem as it has been dealt with in primitive cultures are treated in M. J. 
Herskovits’s The Economic Life of Primitive Peoples. On the Chinese solutions see Chen 
Huan-Chang, The Economic Principles of Confucius and His School. F.C.8. Northrop’s 
analysis (The Meeting of East and West, chap. 10, esp. pp. 352-354, 383-393) suggests that 
the Oriental emphasis upon the indeterminate and undifferentiated aesthetic continuum 
entails an approach to the problem of order different from that prevalent in the West. 

Because of limitations of time and space I have limited my discussion to the views of 
the leading representatives of different schools and/or epochs. There were differences 
between members of given schools (e.g., between Plato, Aristotle, and Xenophon); but 
these have been ignored. 
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ployed various methods to establish compatibility among the economic ends and 
activities of individuals and the commonwealth; and economists have fashioned 
theories respecting the achievement of economic harmony. While these theories 
have always reflected the premises underlying the regnant complex of philosophi- 
cal ideas, they usually consisted, in the works of the pre-Smithian writers, of 
differently weighed combinations of coercive principles, ethical norms, and 
religious sanctions. 

The problem of economic order and its solution was dealt with at length by 
the Socratic philosophers. I shall confine myself to Aristotle, however, since 
his treatment of the problem, while somewhat unique, is representative of the 
approach of the Socratic school. Man, as conceived by Aristotle, is a form of 
matter whose potentiality and excellence can be fully actualized only in the 
city-state, or polis, which, being the “highest”? form of “community,” aims 
“at the highest good.” Within it, presumably, was to be found that harmony 
with which so many of the classical writers were concerned. From Aristotle’s 
discussion of the constitution of Athens and other politico-economic subjects, it 
is evident that, for him, disorder had its origin in the unrestricted striving of 
man after the necessarily limited means of wealth and power, while order could 
be achieved through the appropriate adjustment of man’s strivings to the means 
available for their satisfaction. This adjustment was most likely to be found 
when there was private property, but accompanied by generosity; when men 
sought to gratify modest bodily pleasures through ‘household management” 
rather than to satisfy a desire for limitless gain by acquiring money through 
unnecessary kinds of exchange; and when the state was one in which citizenship 
was duly restricted, the rich balanced the poor, the middle class was supreme, 
and the government was one of laws rather than one of men.’ Aristotle’s con- 
tribution to the analysis of the problem of order thus consisted in his supposition 
that individual and household autonomy can best conduce to the development 
of man’s faculties in a middle-class-dominated state where the other classes are 
in balance and where properly enacted laws are sovereign. Because he did not 
grasp the possible réle of competition or conceive of a self-adjusting economy 
Aristotle did not effectively apply ethical norms and coercive power to the 
sustentation of such a self-adjusting process.® 

Aristotle’s polis could not withstand the impact of the military prowess of his 


8 See Aristotle, Politics, I-IV, VI-VII; Rhetoric, I, 4; Ethica Nichomachea, I, 5; IV, 1-2, 
V, VII, 9; Oeconomica; and Atheniensum Respublica. See also G. Sabine, A History of 
Political Theory, chaps. 1-6; C. N. Cochrane, Christianity and Classical Culture, pp. 74-84, 
98, 111, 160; R. G. Collingwood, The Idea of Nature, Oxford, 1945, Part I; W. Jaeger, Paideia, 
I, chap. 9, esp. pp. 164-165, also 266-267, 277. Stressing the importance of the rule of law 
even more than did Plato, Aristotle said (Politics, III, 16): ‘‘He who bids the law rule may 
be deemed to bid God and Reason alone rule, but he who bids man rule adds an element of 
the beast; for desire is a wild beast, and passion perverts the minds of rulers even when they 
are the best of men. The law is reason unaffected by desire.’’ In the Rhetoric (I, 4) he 
says that “it is on a country’s laws that its welfare depends.” 

9A man ought to know,” says Aristotle, which of the useful parts of wealth getting 
‘‘pay better than others, and which pay best in particular places.’’ Politics, I, 11. 
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most famous student, or the bellicosity of the Greeks and the defectiveness of 
their economic institutions.’° Nor could the essentially Hobbesian theory of 
the Epicureans." In the hands of the Roman writers, particularly Cicero, the 
community-like polis becomes the much more association-like res publica, founded 
upon a sharp distinction between res privata and res publica and ‘‘on a basis of 
agreed rights and common interests,”’ yet designed through the use of adequate 
social controls to develop man’s potentialities and secure justice. Law is the 
cement which holds economy and res publica together, whilst preserving freedom 
and a proper measure of autonomy. The state is ‘“‘an association of citizens 
united by law.’ In a much greater degree than Aristotle, therefore, Cicero 
grasped the function of impersonal laws and rules; but he did not recognize 
their peculiar fitness as instruments, if properly contrived, to produce economic 
order. 

Ideological and material change gradually dissolved the Roman mode of life 
and the classical culture on which it rested until, in the fifth century, they were 
finally replaced by barbarism and the Christian culture. Two Stoic philoso- 
phers, Cicero (106-43 B.C.) when he declared all men to be equal in light of the 
providential law of nature, and Seneca (d. 65 A.D.) when he described (as did 
St. Paul and as did Malthus centuries later) government and property as in- 
stitutions necessary to curb the wickedness of man, undermined the classical 
belief in the individual-perfecting réle of the state and in the supreme value of 
citizenship in such state. Subsequently, Ambrose (c. 340-397) envisaged 
man’s institutions as means to moderate fallen man’s passionate desires.“ St. 
Augustine (354-430), reasoning somewhat as did Hobbes later, observed that 
conflict and oppression rose “‘so long . . . as the object of appetition is insufficient 
for any or for all,” and that the competition of men for wealth and power pro- 
duced disorder. Happiness is to be found in the appropriate ordering of the 
hierarchy of beings and of values, and in the subordination of inferior ends to the 
ultimate value of eternal salvation. Order could not be permanently established 
in a secular state, however, even through use of force. Felicity and concord 
must be sought in Christian brotherhood and discipline under the leadership of 
the episcopate. Augustine, therefore, conceived neither of a self-adjusting 
economic system nor of a state either totalitarian or perfection producing. But 
he condemned buying “cheap to sell dear,” indicating, as had Roman lawyers, 
that there is a just (albeit not invariant) price to which buyer and seller, under 
the impelling influence of moral principle, should conform.” 


10 H. Michell, The Economics of Ancient Greece, Cambridge, 1940, pp. 36-37; also Sabine, 
op. cit., chap. 7. 

11 Sabine, op. cit., p. 133. 

12 Cochrane, op. cit., pp. 47, 56-57; Cicero, On the Commonwealth, translated with notes 
and introduction by G. H. Sabine and S. B. Smith, pp. 52, 55, 186-139, 177n., 191n., 196; 
Sabine, Political Theory, chaps. 8-9. 

13 Sabine, ibid., pp. 164 ff., 179-182. 

14 Cochrane, op. cit., pp. 347-348. 

15 Ibid., pp. 351-357, 440-516; Augustine, The City of God, XVIII, 2, XIX, 5. 

16 B. Dempsey, ‘“‘Just Price in a Functional Economy,”’ American Economic Review, XXV, 
1935, pp. 473-476; R. Kaulla, Theory of Just Price, London, 1940, pp. 21-35; A. Gray, The 
Socialist Tradition, pp. 38-54. 
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The problem of economic order and its solution received greater attention 
from the medieval scholastics than from Augustine, for they wrote under the 
influence of Aristotle instead of under that of the neo-Platonists, and while 
their emphasis was other-worldly rather than this-worldly, they attached greater 
importance to this-worldly instruments than did Augustine. Thus, St. Thomas 
Aquinas, their most outstanding spokesman, unlike Augustine, looked upon the 
state as an association divinely instituted to impel “towards the common good 
of the many, over and above that which impels toward the private good of each 
individual”; to make possible “virtuous living” through establishment of peace, 
guidance to good deeds, and provision of a sufficiency of “the things required 
for proper living”; and to enable men “through virtuous living to attain to the 
possession of God.’”"7 But Thomas, like Augustine, restricted the réle of the 
state, subordinating it to man’s needs, and emphasized the ultimate regulative 
influence of the moral principles to which the Church sought to induce man to 
conform. While Thomas conceived of economic society as a kind of organism 
whose specialized parts are interdependent, and while he looked upon economic 
order and liberty as complementary, he did not find in competition a means of 
securing economic order while preserving economic liberty. Codperation was to 
be sought rather through the coérdinating and regulatory operations of essenti- 
ally autonomous lesser associations, or gilds, whose activities were to be coérdi- 
nated in turn (presumably) by the principles of commutative and distributive 
justice which individuals and groups were morally bound to observe. Only 
when necessary was codperation to be achieved through the intervention of the 
hierarchically supreme ‘‘commonwealth which is ordained to procure by itself a 
sufficiency of goods for human life.’”’ In just price, therefore, to the formal and 
the practical definition of which they contributed greatly, Thomas and his school 
found the principal guide to economic order;'* and, under the pressure of ethical 
and religious and related sanctions, it did exercise considerable influence.'® 

With the sundering of medieval ideological unity by the Renaissance and the 
Reformation, man’s theorizing about his behavior tendencies underwent great 
modification, and the problem of economic order was reformulated. To this 
development various changes contributed: the supersession of medieval society 
and pre-capitalist town economy by bourgeois society and nascent capitalism; 
the rise of religious particularism; the ascendancy of the national state, together 
with the diminution in the regulatory influence of moral principle and communal 
precept; and the growth of Gesellschaft-like at the expense of Gemeinschaft-like 
organizational elements. Political and ethical theory began to emphasize that 


17 Thomas Aquinas, On the Governance of Rulers (translated by B. G. Phelan), pp. 35-36, 
97-104. 

18 Dempsey, op. cit., pp. 476-485; Kaulla, op. cit., pp: 35-45; Aquinas, Summa Theologica, 
Part II, Second Part, Questions LXI, LXXVII, LXXVIII. See also B. W. Dempsey, 
Interest and Usury, chaps. 6-8; G. Biel (c. 1430-1495), Powers and Utility of Money (Nurem- 
berg, 1542) Philadelphia, 1930. Aquinas, of course, approved private property, when con- 
joined with liberality in its use (Gray, op. cit., pp. 55-60.) 

19 See B. N. Nelson, ‘“The Usurer and the Merchant Prince,” in Supplement VII (1947) 
to The Journal of Economic History. On the change in values as the medieval economy 
declined, see R. H. Tawney, The Acquisitive Society, chap. 2. 
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egoism which is so prominent in Machiavelli’s (1469-1527) writings. The new 
formulation implicit in these ideological tendencies was not forthcoming, how- 
ever, until the midseventeenth century when Thomas Hobbes (1588-1679) 
greatly elaborated the view, suggested already by Machiavelli, that a society of 
essentially egoistic individuals must be held together ultimately by the fear of 
force.”° 

Hobbes treated the problem of economic order in a manner befitting a century 
notable for its creative work in mathematics, mechanics, and physics; for its 
rejection of anthropomorphism, moralism, and hierarchism; and for its espousal 
of the objective view that man is a physical automaton.” The problem arises 
in Hobbes’s world of human atoms from the fact that men are animated by ap- 
petites and aversions which are without limit whereas that which exists to satisfy 
these appetites and aversions is restricted in actual and potential amount. For 
man ‘felicity is a continuall progresse of the desire, from one object to another”’; 
and life isan unending struggle after power which consists in“his present means, 
to obtain some future apparent Good.” Moreover, since men differ in constitu- 
tion and taste from bees and ants, they do not automatically live sociably to- 
gether as do these creatures. Quite the contrary. Out of desire for gain, safety, 
glory, and reputation men necessarily quarrel, and this tendency is strengthened 
by the fact that in the state of nature men differ little in ability and expectation. 
Consequently, so long as “men live without a common Power to keep them all in 
awe, they are in that condition which is called Warre; and such a warre, as is of 
every man against every man.” Under these conditions industry, agriculture, 
commerce, security, capital formation, and collective activity are impossible; 
the ‘Laws of Nature” are not well observed; and man’s life is “solitary, poor, 
nasty, brutish, and short.”” But a way of escape is open. In fact man is obli- 
gated to choose this way by the “fundamental law of nature,’’ which commands 
him to seek peace and avert the destruction of his life. Escape consists in the 
establishment by men, under mutual covenant, of an absolute personal sovereign 
(embodying “the Essence of the Common-Wealth”), or ‘(Common Power, to 
keep them in awe, and to direct their actions to the Common Benefit.” Only 
in this wise can harmony be maintained. 

Although Hobbes did not sequester the economic from other realms of being, 
his basic contribution may nonethless be said to consist in his explicit recognition 
of the dependence of the functioning of an essentially free-enterprise economy 
upon the existence of a sovereign agent competent to establish appropriate rules 
and capable of enforcing their observance. While Hobbes indicated that the 
right of property in goods is limited, that the formation of contracts is subject to 
regulation, that monopolies are hurtful, etc., he did not indicate in detail what 

20 In his Siz livres de la republique (1576) J. Bodin also anticipated Hobbesin part. How- 
ever, while Bodin sought to formulate the bases of peace, order, and unity within the bounds 
of the modern state, his concern was primarily to solve the problems originating in feudal 
particularism and diversity of religion, and his solution involved greater restriction than 
did Hobbes’s upon the power of the individual sovereign. 

21 See P. A. Sorokin, Contemporary Sociological Theories, chap. 1, esp. pp. 4 ff. 
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economic rules are needed, or how a sovereign should proceed to formulate them. 
He was content to urge the criterion of “common benefit.”” For his knowledge 
of economic affairs and of the functioning of economic systems was limited; and 
his grasp of the growing réle of autonomy was inadequate. Notwithstanding, 
he demonstrated, as no economist was to demonstrate for more than 250 years, 
the very great importance of the element of coercion in the determination of the 
sequence of economic events.” 

We have spanned two milleniums, moving from the elementary Greek com- 
munity-state through the complex Roman state and the simpler medieval 
economy into the burgeoning mercantilist state. In no instance have we found 
an economically harmonious real realm of being, or writers with a thorough 
grasp of the operations of an economic system. But we have found recognition 
of sources of economic disharmony, and descriptions, however inadequate as to 
detail, of means by which economic harmony may be achieved. The means un- 
covered are the small community-like state, commonly accepted ethical and 
legal norms, religious sanctions, and an unrestricted coercive agent. Of these 


means and the need to employ them economists were soon, however, to lose 
sight. 


IV 


A number of circumstances contributed to the formulation of the belief that 
the harmony-producing agencies I have described—state, common ethical 
norms, religious sanctions—were not really necessary. The Mercantilists 
criticized the older ethico-religious appraisals of usury, luxury, etc., and, as a 
rule, objected to the conduct of business enterprise by the state as such. Al- 
though some of them believed the state to be essentially incapable of fixing 
prices at a “just’’ or any other level,”* many conceived in large nature “of the 
economic system as a mechanism which could be manipulated,’ and of man as 
an egoist animatable and directable through his desire for gain. Whence they 
supposed that the state, by the use of rewards and penalties, could in some degree 
canalize the endeavors of undertakers. It began to appear that, if this eco- 
nomic mechanism could be shown to work automatically and in a fashion to 

22 See T. Hobbes, Leviathan (1651), Everyman edition, pp. 23 ff., 43, 49, 63-67, 87-90, 93, 
115, 122, chaps. 24, 29-30. See also C.B. Macpherson, ‘““HobbesToday,’”’ Canadian Journal 
of Economic and Political Science, XI, 1945, pp. 524-534. 

23 E.g., Sir Dudley North, in his Discourses Upon Trade (1691), an essay that however 
exercised little influence, declared that ‘‘no Laws can set Prizes in Trade, the Rates of 
which, must and will make themselves: But when such Laws do happen to lay any hold, it 
is so much Impediment to Trade, and therefore prejudicial”; that ‘Interest . . . should be 
left freely to the Market’’; and that ‘‘there can be no Trade unprofitable to the Publick; for 
if any prove so, men leave it off.” See edition edited by J. H. Hollander, Baltimore, 1907, 

. 10, 13. 
ae O. H. Taylor, ‘“Economics and the Idea of ‘Jus Naturale,’’? Quarterly Journal of 
Economics, XLIV, 1930, p. 211; this is really the second part of an article of which the first 
part (ibid., pp. 1-39) is entitled ‘“Economics and the Idea of Natural Laws.” 

25 A good summary of the views of the mercantilists is to be found in E. Hecksher, Mer- 
cantilism, Part V of which relates particularly to the discussion in the text above. See also 








12 JOSEPH J. SPENGLER 


harmonize the interest of individuals, there would not be much need for a regula- 
tive and coercive agency. To this denouement several elements in the pre- 
Smithian stream of thought were contributing. From the rationalist thought 
of the Middle Ages philosophy had received a sense of coherence and order 
which affected the shaping of subsequent thought.% The mercantilist assertion 
of an identity between national and class interests, together with the supposition 
of some students of juristic natural law that a reasonable harmony of interests 
tended to be realized, must have contributed to the development of the later 
view that individual and general interests, if not naturally identical, were recon- 
cilable either through a fusion of interest or through an artificial identification of 
interest.2”7. The actual operation of the economy was illuminated, at a time 
when the entrepreneur was demonstrating his key réle, by Cantillon’s descrip- 
tion of the organizing and uncertainty-assuming réles of the entrepreneur and of 
his response to effective demand (principally that of the landed proprietors). 
Still additional elements out of which a more or less self-adjusting and harmony- 
producing mechanical economic system could be constructed were supplied by 
Hume and others.”® 

Locke and Hume contributed appreciably to the rejection of Hobbes’s central 
thesis, Locke proceeding from a different view of human nature, and Hume from a 





H. Heaton’s criticisms of Hecksher’s interpretation (Journal of Political Economy, XLV, 
1937, pp. 370-394) and Hecksher’s reply to earlier criticisms (Economic History Review, VII, 
1936, pp. 44 ff.). The international bellicosity of mercantilism is stressed particularly by 
E. Silberner, La guerre dans la pensée économique de XVIT° au XVIII siécle, Paris, 1939, pp. 
117 ff. 

2° A. N. Whitehead, Science and the Modern World, pp. 16 ff. 

27 Taylor, op. cit., pp. 213 ff.; P. W. Buck, The Politics of Mercantilism, chap. 3. E. 
Halévy treats of the reconciliation of individual and general interest as follows (The Growth 
of Philosophical Radicalism, pp. 13-18): There are three conditions under which the in- 
dividual, who naturally desires pleasure and averts pain, will ‘‘pursue the general utility 
and not [his] private interest.”’ (i) There is a “fusion of interests’? when ‘‘personal and 
general interest”’ are spontaneously identified ‘‘within each individual conscience by means 
of the feeling of sympathy” which interests the individual in the happiness of his neighbor. 
(ii) A natural identity of interests may be supposed to exist; for, since the human species 
lives and survives despite the predominance of egoistic motives in human nature, “‘it must 
be admitted that the various egoisms harmonise of their own accord and automatically 
bring about the good of the species,’’ and it may be inferred that egoistic motives are essen- 
tial tosurvival. (iii) There is an artificial identification of interests if, it being denied that 
egoisms do or ever will harmonize, it is necessary to suppose it to be the business of the 
legislator, by means of punishments and rewards, to identify the interest of the individual 
with the general interest, since this is in the interest of the individual. 

28 R. Cantillon, Essai sur la nature du commerce en général (1755), translated by Henry 
Higgs, London, 1931, Part I, chaps. 13-16. As A.H. Cole has observed (‘‘An Approach to 
the Study of Entrepreneurship,’’ Journal of Economic History, Supplement VI, 1946, pp. 2 
ff.) Cantillon’s emphasis upon the importance of the entrepreneur was not characteristic 
of the English classical school; in France Condillac and J. B. Say did continue this emphasis. 
‘The sort of men we call Undertakers are very instrumental in the public by advancing 
manufactures,”’ it was written shortly before 1700. See E. Lipson, A Planned Economy or 
Free Enterprise, London, 1944, p. 110; also pp. 86-88, 104, on the already all-permeating in- 
fluence of the entrepreneur in the early modern period in Great Britain. 

29 See J. Viner, Studies in the Theory of International Trade, pp. 91-109. 
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different conception of the manner in which social controls develop Locke 
starts, much as did Hobbes, with a state of nature in which man’s rights are 
insecure, albeit much less so than in Hobbes’s state of nature. This insecurity 
has its origin in the limitedness of resources and man’s inability to work them 
effectively in a lawless world. Solution is found in the compacting of men to 
establish a government. But this government differs from that of Hobbes; it is 
distinct from the society of which it is the instrument, and its sovereignty lies in 
the community as a whole, to which it is subordinate. The “chief end” of this 
government is the “preservation of ... property.” This end is accomplished 
through the establishment of “settled, known” and commonly accepted law, 
together with a judiciary to interpret it and a coercive power to enforce it. More 
specifically, the purpose of government is to preserve the fruits of that labor by 
which men are enabled to escape want and economic insecurity; for property con- 
sists essentially in these fruits, since ‘‘of the products of the earth useful to the 
life of man” ninety to ninety-nine hundredths “are the effects of labor.” Ac- 
cordingly, Locke’s argument suggests, something like economic order can prevail 
only where there is law and a government that is democratic ‘in spirit, and where 
consequently, the worker receives the imputed product of his labor. Pre- 
sumably, where such order does prevail, pronounced economic inequality does 
not tend to develop. 

Hume, in his discussion of the problem of economic order, considered the 
various ways in which private and general interests might be reconciled, but he 
failed adequately to synthesize these ways. The problem of economic order 
issues, he believed, out of man’s nature and the limitedness of resources. There 
would be no problem if things were to be had for the asking; or if men were ani- 
mated solely by benevolence; or if, there being extreme want of all necessities, 
men, from motives ‘‘of necessity and self-preservation,” were to establish an 
egalitarian collectivism. Actually, however, enjoyments are limited, although 
augmentable in supply by human effort, and men act from self-love, albeit 
tempered somewhat by benevolence, fellow-feeling, and a disposition to be en- 
gaged by “‘a tendency to public good, and to the promoting of peace, harmony, 
and order in society.”’ There is need, therefore, for the institution of property, 
to preserve an equitable balance between wants and the means of satisfying 
them. This institution cannot stand by itself, however, Hume’s analysis dis- 
closes; for he declared that “‘property should be regulated by general inflexible 
rules” and that “authority,” while subject to the control of law, is “essential” 
to the existence of its antithesis, ‘‘liberty,’’ which “‘is the perfection of civil so- 
ciety.” Hume thus dwelt upon both autonomy and codéperation and noted the 
complementary aspects of their réles. Notwithstanding, in his able exposition 


30 For other criticisms see H. Sidgwick, Outlines of the History of Ethics, London, 1939, 
pp. 174 ff., 184 ff., 200. Cumberland, a precursor of the later utilitarians, assigned con- 
siderable weight to benevolence as a determiner of conduct; Shaftsbury reasoned that 
normally there is much harmony between a man’s social affections and his “reflective self- 
regard.” 

31 John Locke, Of Civil Government, 1690, Everyman edition, pp. 118-121, 126-141, 158- 
165, 180-181, 189-190, 205, 224. 
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of the self-regulating specie-distributing mechanism, and in his anticipations 
of a self-regulating competitivism, he failed to note explicitly the importance of 
the overhanging presence of a coercive factor, perhaps because he took it for 
granted.” 

The closing third of the eighteenth century witnessed the formation of two 
dissimilar, yet not wholly unlike, systems of economic thought, that of Quesnay 
and that of Adam Smith, of which the latter, being more in concord with the 
prevailing climate of opinion, eventually triumphed and gave to economic theory 
a bias it was to retain for more than a century. 

In the somewhat doctrinaire writings of Quesnay and his competent disciples 
three theses, of import for the present discussion, are to be found: (a) that a 
contingently self-adjusting competitive system can conciliate diverse economic 
interests and produce justice; (b) that the continuance of economic activity at a 
high level presupposes sufficient and appropriately distributed expenditure; and 
(c) that objectives (a) and (b) are realizable so long as men observe, or are made 
to observe, the knowable laws and rules expressing that “essential and general’’ 
natural order which “comprehends the constitutive and fundamental laws of 
all societies.” Where there is competition and complete freedom of exchange, 
declared Le Trosne, “natural price” (or “bon prix,” the homologue of the scholas- 
tics’ “just price’’) results, the interest of everyone is subserved, the interest of no 
one is hurt, and the interests of all individue's are equilibrated in such wise as 
to preserve the social order.* 


It is competition which conciliates all interests: it is perfect only under the absolute 
reign of freedom of trade, which is the premier consequence of the right of property, 
and in consequence one of the most essential laws of the social order. It alone can 
establish products at their natural price, so that they feel only the variations of the 
physical order, which it also renders very much less perceptible.** 


Competition serves also to increase the probability that economic activity will 
continue at a high level. For persistence of prosperity is dependent upon con- 
tinuity of expenditure, and the flow of a sufficient fraction thereof into agricul- 
ture and other industries yielding a ‘‘net product’’; and these circumstances are 
favored by competition. In their emphasis upon the necessity of continuity of 
expenditure, and in their denial that it results automatically, the Physiocrats 
both anticipated certain of the views of Lord Keynes and stimulated Say and 


32 David Hume, Essays Moral, Political, and Literary, edited by T. H. Green and T. H. 
Grosse, I, pp. 113-117, 156 ff., 330 ff., 443-460, II, pp. 179-217, 271-274. Both Plato and 
Cicero had anticipated Hobbes, Hume noted (ibid., pp. 184-185n.). See Viner, op. cit., 
pp. 74 ff., 84 ff.; E. A. J. Johnson, Predecessors of Adam Smith, pp. 161 ff. According to 
Halévy (op. cit., p. 13; see also noted 27 above) Hume, in his endeavors to reconcile private 
and public interest, made use of fusion, natural identity, and artificial identification of 
interests. 

33 De l’intérét social, Paris, 1777, pp. 557-558, 603-605. See also Le Mercier de la Riviére, 
L’ordre naturel et essentiel de sociétés politiques, Paris, 1767, chaps. 39-40. Similar opinions 
were expressed by other members of the school. 

34 Le Trosne, op. cit., p. 603. 
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Mill to formulate the Law of Markets, for more than a century a pillar of re- 
ceived economic theory.* 

The Physiocrats differed from Smith and his successors: they did not suppose 
that continuity of expenditure, or the conciliation of interests through competi- 
tion, resulted necessarily and automatically. These ends were achieved only 
when men and the community acted in consistence with the natural order and 
its inviolable natural laws. Then only were liberty, property, and security, 
together with harmony and prosperity, ensured; then only, in our terms, could 
autonomy be reconciled with codrdination and continuity, consistently with 
change. The basic laws of the natural order were knowable. The Physiocrats, 
therefore, proposed to secure economic order in two ways. Through education 
knowledge of the necessary laws and rules would be diffused and, in our terms, 
underlying values would be more completely integrated. Provision was made 
for the use of coercion when necessary and compatible with the basic natural 
order. The prince, or legal despot, would declare positive laws which expressed 
the laws of the natural order and which were calculated to maximize the welfare 
of the population. The formulation of such positive laws could not, however, be 
entrusted solely to the prince and his legislative aides; they might err, in which 
event the state would be weakened and the welfare of the people would be ad- 
versely affected. The Physiocrats, therefore, advocated the creation of a su- 
preme magistracy, or judiciary, consisting of judges adept in the laws and 
principles composing the fundamental natural order. It would be the duty of 
these judges to void all positive laws which failed to.conform to the natural 
order and thus deny them enforcement. While it is true that the Physiocrats 
gave concrete content only to a small number of positive principles, all of which 
have since been found more or less wanting, they clearly posed the problem of 
economic order and noted the basic importance of both the coercive factor and 
values integration.* - 

Throughout the nineteenth century and for a time thereafter three presump- 
tions pervaded the hypothetical realm of being fashioned by orthodox econo- 
mists: (a) that the economic system is an automatically self-adjusting mecha- 
nism; (b) that the economic réle of the state should be narrowly restricted; (c) 
and that, given conditions (a) and (b), the interests of individuals are harmonized 
with each other and with the general interest about as well as may be expected. 
These propositions had their origin in the writings of Adam Smith.*” 


35 These views of the Physiocrats are recounted in my ‘““The Physiocrats and Say’s Law 
of Markets,’’ Journal of Political Economy, LIII, 1945, pp. 193 ff., 317 ff. The contradic- 
tions which developed in their writings are noticed in ibid., pp. 327 ff. See also my French 
Predecessors of Malthus, chap. 5. 

% For a brief but careful account of questions considered in this paragraph see M. Ei- 
naudi, The Physiocratic Doctrine of Judicial Control, Cambridge, 1938. See also Taylor, 
op. cit., pp. 215-226. Bibliography will be found in the former study. According to M. 
Beer there was much of Aquinas and scholasticism in the views of the Physiocrats, most of 
whom presumably were Catholic in religion (An Inquiry into Physiocracy, London, 1939). 

37 For a brief account of the introduction of Smith’s views into Europe and their wide- 
spread influence see M. Palyi’s essay in Adam Smith, 1776-1926. 
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Competition, together with the disposition of men speedily to spend their 
money receipts, made the economic system self-adjusting, Smith inferred. For 
competition, through its influence upon prices, directed men where to work, 
what to produce, and how much to supply. Man’s disposition to expend his 
receipts with alacrity, which later was reformulated as Say’s Law,** served to 
prevent protracted unemployment. The self-adjusting economic system 
would therefore maximize wealth and per capita income, distribute it fairly 
equitably, and ensure a satisfactory level of employment. 

Because Smith believed that, in the absence of restraint, the economic system 
tended to operate automatically, and that governments were less competent than 
individuals to deal with matters of private economy, he assigned to ‘‘the obvious 
and simple system of natural liberty [which] establishes itself of its own accord” 
all duties but those of defense, administration of justice, and maintenance of 
useful and desirable public works whose effectuation the profit motive cannot 
bring about. Actually, Smith’s definition of what the state could do was quite 
elastic, and his list of specific tasks which the state should perform was rather 
long;** yet because these tasks were not all assembled in one place, and because 
his emphasis usually was upon the superior competence of the “system of natural 
liberty,’’ Smith left the impression of circumscribing the réle of government even 
more than he in fact proposed. It is this somewhat misleading impression 
which set the tone for subsequent writers. Even so Smith’s account suggests 
that ‘‘with some important qualifications, . .. the interests of society, by which 
he understood the interests of the sum of individuals in the group, would be best 
served by permitting each one to pursue his own interests in his own way.’ 

Smith did not assert the existence of a natural identity of private and public 
interest, even though he is sometimes credited with having done so.*t He was 


38 On Smith’s anticipation of Say’s law, see my paper cited in note 35 above. 

39 See J. Viner, “Laissez Faire,’’ in work cited in note 37, esp. pp. 138-153. Smith’s 
views on the role of government are found principally in Book V of The Wealth of Nations. 
He dealt with it also in his lectures as of 1763 (Lectures on Justice, Police, Revenue and Arms, 
edited by E. Cannan, London, 1896). On the formation of Smith’s views see also W. R. 
Scott, Adam Smith as Student and Professor, Glasgow, 1937, chap. 5. and pp. 111-115. 

4° This is H. J. Bitterman’s conclusion in his careful ‘‘Adam Smith’s Empiricism and the 
Law of Nature” (Journal of Political Economy, XLVIII, 1940, pp. 487-88; see also 488 ff., 
703 ff.) in which Smith’s empiricism is demonstrated. See notes 41, 43 below. That al- 
lowing great autonomy to the individual and the individual business man would make for 
the interests of all must have been suggested to Smith by Mandeville’s Fable of the Bees 
(E. Cannan, introduction to Wealth of Nations, p. liv of Modern Library edition). That 
Smith was influenced in this and other respects by Boisguilbert is the conclusion of H. V. 
Roberts (Boisguilbert, chaps. 15-17). On Scottish opinion on this matter see G. Bryson, 
Man and Society. 

41 See Halévy, op. cit., pp. 89-92, 97, 101-107, 212-213, 237. In his Theory of Moral Sen- 
timents, which was speculative in character, Smith wrote as if the order of nature is har- 
monious, under divine guidance, and conducive to man’s welfare. In the Wealth of Nations, 
which was empirical in character, Smith had to take disharmonies into account. The dif- 
ferences are well summarized by Viner (‘‘Laissez Faire,’’ pp. 125-127). Bitterman con- 
cludes that “‘Smith’s theory of ethics did not rest directly on the doctrine of the order of 
nature”’ (op. cit., p. 717). 
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aware of too much evidence to the contrary. Notwithstanding, he supposed that 
man’s propensities (in especial, self-interest, sympathy, and the tendency to 
truck and barter) were such as to bind men together in a politico-economic com- 
munity and to make for a harmony rather than for a disharmony of egoisms.” 
In fact, so long as competition remained free, a high degree of harmony tended 
to result. Although Smith implied that disharmony had its origin principally 
in monopolistic and other exploitation of buyers and in monoposonistic and other 
exploitation of sellers, he did not advocate positive governmental intervention to 
enforce competition. He apparently supposed that if the government did not 
support monopolistic arrangements, they would not be very effective; and that 
if it espoused a program of positive action, it probably would not know what to do 
and therefore would accomplish more harm than good. Accordingly, his analysis 
suggests, the most that the government could do respecting the enforcement of 
competition was to refrain from establishing or supporting anticompetitive 
arrangements. If this policy were pursued, reasonable harmony would result; 
and, if the history of Europe and the prospects of America constituted an augury, 
this harmony would increase.“ 

Without an organized school, a body of doctrine is not likely to be widely dis- 
seminated. For Smith’s views this school was initially provided in England 
by the Benthamite Utilitarians and on the continent by those who subscribed 
to the analogous “‘juristic and spiritualistic philosophy of the Rights of Man.’ 
Bentham went beyond Smith, rejecting even the latter’s defence of the fixation 
of maximum interest by the state and of governmental interference in interna- 
tional trade when necessary to national defense. For in a world such as the 
British, Bentham held, economic liberty consisted with the springs of human 
action and the interests of men were approaching natural identity. Men were 
potentially equal. The nation was moving towards economic equality, and this 
progress would be accelerated by education, savings institutions, and estate- 
decomposing death taxes. The eighteenth century realm of equality, which 
was based upon individual property, and in which the interest of each naturally 


4 F. H. Giddings transmuted Smith’s ‘‘sympathy”’ or “‘fellow-feeling”’ into ‘“‘conscious- 
ness of kind’’ and made it ‘‘the principal cause of social conduct.” See preface to 3rd edi- 
tion of Giddings’s Principles of Sociology. A.W. Small (Adam Smith and Modern Soci- 
ology) impressed by Smith’s historical and institutional analysis, found the object of modern 
sociology implicit in Smith’s moral philosophy. 

48 This paragraph is based upon my reading of Smith’s two chief works. According to 
Taylor (op. cit., p. 208) late eighteenth and early nineteenth century economic liberalism 
‘‘was not a doctrine that selfish interests should be given free play while the state and 
society remained passive. It was a particular theory of an ideal legal order, imposing equal 
restraints upon all in order to give equal and maximum liberty to all, so that a ‘natural’ 
interplay and adjustment of interests might ensure the welfare of all.’? Bitterman’s (see 
op. cit.) interpretation is somewhat at variance with Taylor’s. Smith’s interest in the wel- 
fare of the common man is brought out in E. Ginzberg’s House of Adam Smith. 

44 Cp. Halévy, op. cit., p. xvi. F. A. Hayek points out that the Liberalism of the French 
Revolution was not yet founded upon an understanding of the free market. See ‘“‘The 
Counter-Revolution of Science,’’ Economica, VIII, 1941, p. 11n. 
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concurred with that of all, was nearly at hand,* and with it the solution of the 
problem of economic order. 

Until the early part of the present century British orthodox economists con- 
tinued to believe the economic system to be essentially self-contained and self- 
regulating, and the most salutary governmental policy to be one of minimal 
state interference. Respecting wages, for example, it was supposed that nothing 
could be accomplished by trade union activity until Jenkin, Edgeworth, and 
others showed that in an imperfectly competitive labor market collective action 
might influence the outcome.“ 

Both the classical and the neoclassical economists were keenly aware of the dis- 
harmony of the interests of individuals. Yet they believed that harmony was 
most likely to be maximized, given security of private property, free competi- 
tion, and minimal state action; and they failed to advocate state intervention 
either for the purpose of enforcing competition or for that of maintaining pur- 
chasing power. The propensities of men would be appropriately channelized 
and their interests harmonized as much as possible, Malthus implied, in an 
economic system founded upon private property and the family, each guarded 
by the state and supplemented by education in individual responsibility.*’ 
Wage and other contracts, Ricardo declared, ‘‘should be left to the fair and free 
competition of the market, and should never be controlled by the interference 
of the legislature.’** Both the Manchester School, with laissez faire as its 
maxim, and the followers of Herbert Spencer, who declared the “wisest plan” 
to be “to let things take their own course.’** deemed competitivism adequate if 
allowed full play. So also believed Walter Bagehot.*” J.S. Mill observed that 
the distribution of wealth “is a matter of institutions solely” while that of pro- 
duce is subject in part to custom; he was critical of the society about him, and 

‘5 For a careful summary of Bentham’s views see W. Stark, “Jeremy Bentham as an 
Economist,’’ Economic Journal, LI, 1941, pp. 56-79, esp. pp. 59 ff., 67 ff., 75 ff., and zbid., 
LVI, 1946, pp. 583-608, esp. 583-591. See also W. C. Mitchell, The Backward Art of Spend- 
ing Money, pp. 177-202. 

# S. and B. Webb, Industrial Democracy, London, 1902, pp. 573-574, 605, 612, 615, 647 ff. 
Even arbitration and conciliation, wrote J. G. Stirling in 1869, implicitly sanctioned ‘‘the 
substitution of an artificial mechanism for that natural organism which Providence has 
provided for the harmonious regulation of industrial interests.’? Cited in ibid., pp. 224n. 
On the wages fund and its eventual rejection see F. W. Taussig, Wages and Capital. 

47 See my ‘“‘Malthus’s Total Population Theory: A Restatement and Reappraisal,’’ 
Canadian Journal of Economics and Political Science, XI, esp. pp. 250-255. Because he 
did not subscribe to Say’s Law, Malthus favored the construction of public works in times 
of crisis; and because, unlike Ricardo, Malthus anticipated the advent of a situation such 
as that in which England now finds herself, he opposed her becoming dependent upon foreign 
food supplies. 

48 Principles of Political Economy and Taxation (E. C. K. Gonner, ed.), London, 1903, 
p. 82. See also Mitchell’s ‘‘Postulates and Preconceptions of Ricardian Economics,” in 
op. cit., pp. 203 ff. 

49 Social Statics, New York, 1883, p. 334; Halévy, op cit., p. 514. 

50 ““N othing can be more surely established or [by] a larger experience than that a govern- 
ment which interferes with any trade injures that trade . . . let it take care of itself.’’ (See 
W. Bagehot, Lombard Street, London, 1873, chap. 4). 
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gave a favorable hearing to socialism. Yet he considered ‘every restriction of 
[competition] . . . an evil, and every extension of it . . . always an ultimate good”; 
he predicted that the principle of private property would long survive; he in- 
sisted on the supreme importance of liberty; and he narrowly circumscribed the 
functions of government, although not so much so as had Smith." Jevons acted 
on a presumption against state interference, qualified, however, by its subordina- 
tion to the Benthamite principle of the greatest happiness of the greatest number; 
but although he favored state control of some economic relationships and public 
utilities and state management of others, he placed his trust mainly in free com- 
petition.” Sidgwick presented a qualified defense of the “system of natural 
liberty,” saying that “the general presumption ...is not in favour of leaving 
industry altogether to private enterprise . . .; but is on the contrary in favour of 
supplementing and controlling such enterprise in various ways by the collective 
action of the community.’ Alfred Marshall, most influential British economist 
in 1890-1920, while admitting the need for state control of public utilities, and 
while alert to the deviation of the position of “maximum satisfaction” from that 
of stable competitive equilibrium, greatly preferred smaller scale private enter- 
prise. But Marshall’s reason for this conclusion, while akin to Mill’s reason for 
defending individual liberty, sets him apart from his utility-dominated forebears. 
An economy, Marshall believed, was not merely a mechanism to provide utilities; 
it was also, if it consisted primarily of smaller scale enterprise, a social arrange- 
ment that tended to bring out the best in men.™ 

The belief in minimal state interference, self-regulating competitivism, and 
the consequent realization of essential harmony held sway also outside England. 
In France J. B. Say, having praised the separation of economics from politics, 
gave expression to an economic liberalism that found state intervention ob- 
jectionable even when necessary and that assumed laissez faire to produce a 
high degree of harmony between individual and public interest. This liberalism 
received its most optimistic expression at the hands of the vulgariser Bastiat 
who appropriately named his work Harmonies économiques.* These doctrines, 
except for occasional protectionist and populationist modifications and a reduc- 


51 Principles of Political Economy (W. Ashley, ed.), pp. 200, 211, 242, 793, 984-989, Bk. V 
Mill believed that economists exaggerated the effect of competition at the expense of cus- 
tom; but he added that ‘‘only through the principle of competition has political economy 
any pretension to the character of a science’ (ibid., p. 242). The ease with which economic 
questions can be formulated when pure competition is assumed commended this assumption 
to later economists as well. 

82 The State in Relation to Labour, London, 1882; Methods of Reform, London, 1883. 

53 H. Sidgwick, The Principles of Political Economy, London, 1887, p. 418, also Bk. 3, 
and Bk. 2, chaps. 9-10. 

54 Principles of Economics, London, 1920, Bk. 3, Bk. 5, chap. 13, Appendix A, p. 304; 
Memorials (A. C. Pigou, ed.), London, 1925, pp. 256 ff., 323 ff.; Parsons, op. cit., chap. 4. 
Modern welfare economics, as developed by Pigou, Harrod, J. Robinson, Hutt, Hicks, 
Henderson, Kahn, Kaldor, Samuelson, and others, is more or less in the Marshallian tradi- 
tion. See note 79; also M. W. Reder, Studies in the Theory of Welfare Economics. 

55 Traité d’économie politique; Cours complet d’économie politique. 

6 E.g., see Bastiat, Harmonies of Political Economy, Edinburgh, 1880. 
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tion in emphasis upon harmony, received support until the eve of World War I.*” 
In the United States, too, optimistic economic liberalism, though less explicit 
than the French and sometimes mixed with protectionism, prevailed until the 
close of the century.** On the continent outside France, with the exception of 
Germany, political economy also was essentially liberal in character.®® In the 
latter part of the nineteenth century and in the early twentieth the analytical 
advantage associated with the assumption of free competition may also have 
subtly operated to win some support for economic liberalism.” 


v 


Throughout the nineteenth century and thereafter orthodox political economy, 
with its emphasis upon laissez faire, was subjected to criticism. It was criti- 
cized by those who supposed the state, as did Adam Miiller and some Romantics, 
to be essential to the development of the individual; by the Utopian socialists 
and the Godwinian anarchists, who denied the need even of a codrdinating 
competitive system, since, given an appropriate world, men rationally and 
spontaneously coéperate; and by those who believed the followers of Smith were 
underestimating the effects of social change. It was criticized by the historical 
economists who denied that competition could produce interpersonal concord any 
more than it could produce international concord; and who concerned themselves, 
as did later institutionalists, with (among other matters) the contribution of 
ideals, institutions, and the state to the codrdination of the economic activities 
of individuals; but who contributed relatively little to the solution of the problem 
of economic order, since they lacked a unifying theory to guide them in the as- 
sembly and organization of facts. It was criticized by those evolutionists who 
found in the economic realm the same purposeless struggle they believed they 
had discovered in the animal realm. 

It was criticized by those who believed that, because of the uneven distribu- 
tion of bargaining power issuing out of the class structure, many members of 
society received less than they had produced in terms of the marginal principle, 
or were denied the opportunity to move into employments where productivity 
and remuneration were relatively high. Even Boehm-Bawerk and Von Wieser 
admitted his discrepancy between the harmonious hypothetical equilibrium that 
would result under conditions of pure competition and the actual ‘“equilibrium” 
that is found in the real realm of being.® 


57 Typical though not identical in emphasis are the works of De Molinari, Colson, Leroy- 
Beaulieu, and Courcelle-Seneuil. Even advocates of protectionism in France and America 
otherwise accepted the tenets of liberal economics. 

58 E.g., the works of H. Carey, A. L. Perry, F. A. Walker, J. B. Clark, and F. M. Taylor. 

59 E.g., see accounts of various national schools in Palgrave’s Dictionary of Political 
Economy. 

6° Walras, first formulator of the theory of general equilibrium, ‘‘was the first economist 
to show that under perfect competition, full employment of resources is compatible with 
the desire of each individual to maximize the return from his resources.’’ See G. Stigler, 
Production and Distribution Theories, pp. 241-242. See L. Walras, Etudes d’économie poli- 
lique appliquée, Paris, 1936, p. 476. 

61 See E. von Boehm-Bawerk, ‘‘Macht oder Oekonomisches Gesetz’’ (1914), included in 
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The socialists denied that economic harmony would result under conditions of 
laissez faire. Both Saint-Simon and Comte, founders of modern authoritarian 
socialism, rejected liberty and sought an economy essentially totalitarian in 
character and subject to centralized direction through the medium of the banking 
system. Marx and his followers described the existing capitalistic economy 
as shot through with disharmony and the exploitation of class by class; and they 
predicted its eventual supersession by a planned, propertyless, and competition- 
less economic order. 

Although students of the business cycle were not usually concerned with the 
problem of economic order in general, they were concerned with the continuity 
of a high level of economic activity, and they therefore contributed, as did Marx, 
to the rejection of one of the props of the belief in automatic self-adjustment and 
economic harmony, namely, Say’s Law. This law was taken to mean in effect 
that general overproduction, general involuntary unemployment, and the de- 
struction of purchasing power are impossible. The rejection of this prop pre- 
pared the way for Keynesian and related forms of anticyclical state interven- 
tionism.™ 

Of the contributions of the critics of Smithian harmony economics, the two 
most relevant to the present discussion are those of Commons and Pareto. 
Commons added collective action to the body of subject matter with which 
economists must concern themselves. Building upon Hume, he developed in 
detail how economic scarcity gives rise to both conflicts of interest and mutual 
coéperation. Conflicts of interests center in the transactions of individuals 
and other bargaining units with one another. In the absence of appropriate 
restrictions these conflicts would generate continuing anarchy and disorder 
which increasing efficiency in the use of resources would be powerless to correct. 
Accordingly, since the establishment of a new and complete harmony of interests 





his Gesammelie Schriften, Vienna, 1924; F. von Wieser, Social Economics. Concerning 
writers who have dwelt upon the power factor see T. Suranyi-Unger, Economics in the 
Twentieth Century, pp. 109-114, 119-123, 192-193, 203-206. In Japan the power theory of 
distribution has been developed by Yasuma Takata, in ‘““The Bankruptcy of Wage Theories: 
Prolegomena to a Power Theory of Economy,’? Kyoto University Economic Review, XI, 
1936, pp. 17-36; and elsewhere in this same journal, XII, 1937, pp. 1 ff., X, 1935, pp. 18 ff., 
54 ff., IV, 1928, pp. 81-83. 

62 See F. A. Hayek, ‘“‘The Counter-Revolution of Science,’’ Economica, VIII, 1941, esp. 
Part II, pp. 127-128, 131-182, 141-145; E. Silberner, The Problem of War in Nineteenth Cen- 
tury Economic Thought, chaps. 13-14. See also E. Halévy (‘‘The Age of Tyrannies,’’ Eco- 
nomica, VIII, 1946, pp. 77 ff.) who shows that socialism in its original form was neither 
liberal nor democratic. 

68 Ibid. chap. 14; discussions of Marx’s work by 8. F. Bloom and H. Grossman in Journal 
of Political Economy, LI, 1943, pp. 494 ff., 506 ff.; P. M. Sweezy, The Theory of Capitalist 
Development, New York, 1942; W. Leontief, ‘“The Significance of Marxian Economics for 
Present-Day Economic Theory,’’ American Economic Review, Supplement, XXVIII, 1938, 
pp. 1 ff. 

64 L,. Kiein, The Keynesian Revolution. On the differences between the classical, the 
Marxian, and the Keynesian theories see Klein’s ‘“Theories of Effective Demand and Em- 
ployment,’’ Journal of Political Economy, LV, 1947, pp. 108-131. 
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is out of the question, individual transactions must be subjected to collective 
control which is designed to produce order. This collective control issues out of 
persuasion, coercion, and duress; it consists in the working rules of collective 
action; and it manifests itself in the various rationing arrangements by which 
access to resources is peacefully and lawfully restricted to the limited amounts 
available.® 

Pareto was largely responsible for the destruction of the utilitarianism with 
which economics was intimately associated in the nineteenth and early twentieth 
century, and for the recognition that the findings of economic theory, if they are 
to make possible solutions of concrete problems, must be synthesized with those 
of other relevant social sciences. Pareto denied both the utilitarian premise 
that the ends of human action are random, and the counter-proposition that the 
interests of men are naturally identical. He noted that wealth and power are 
the principal means to ends, and that economic activities can be effectively car- 
ried on only where “a relatively stable settlement of the power relationships 
between individuals and groups is attained.” Accordingly, it is essential to the 
realization and maintenance of a social equilibrium conducive to stability in 
economic relationships that ‘‘the value element in the form both of ultimate ends 
and of value attitudes is in a significant degree common to the members of the 
society.”” (When such social integration is lacking it may sometimes be es- 
tablished through the use of force by an elite newly risen to power.)*? Pareto’s 
inference was made even more explicit by Durkheim who showed that the sanc- 
tions and the sense of moral obligation, which cause men to conform to the com- 
mon system of normative rules by which order and social equilibrium are sus- 
tained and the centrifugal forces in society are contained, rest finally upon ‘a 
common system of ultimate-value attitudes.’** Economic order is not attain- 
able, the argument implies, so long as this common system is lacking. 


VI 


I have said that the social theorist gets into trouble when he fashions a sub- 
realm of hypothetical being to represent a corresponding subrealm of real being, 
and then supposes that analysis of this hypothetical subrealm, to the exclusion of 
all other relevant hypothetical subrealms, can adequately explain the objects 
and events constituting the corresponding real subrealm or provide solutions for 


65 J.R. Commons, Institutional Economics; The Legal Foundations of Capitalism. A care- 
ful study of Commons’s economics would reveal how the importance attached by him to 
collective institutional controls grew from its small beginnings in his Distribution of Wealth. 

% V. Pareto, The Mind and Society, sec. 34. His purely economic theories are sum- 
marised in his Manuel d’ économie politique (Paris, 1907). Fora treatment of his views from 
one point of view see my ‘‘Pareto on Population,’’ Quarterly Journal of Economics, LVIII, 
1944, pp. 571 ff., LIX, 1944, pp. 107 ff. 

67 See Parsons’s analysis of Pareto’s system, op cit., pp. 236, 707, also 206, 237-241, 263- 
264, 267-268, 291, 457-458 

68 Ibid., pp. 463-465, 709-710, 713; also R. K. Merton, ‘‘Social Structure and Anomie,”’ 
American Sociological Review, III, 1938, pp. 672 ff. Max Weber too, and in some measure, 


Marshall, reached a conclusion similar to that of Pareto and Durkheim (see Parsons, op. 
cit.). 
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concrete problems arising in this real subrealm. For since the subrealms of real 
being are interdependent, the use of a hypothetical subrealm to discover ex- 
planations and solutions pertinent to the real realm of being must take this inter- 
dependence into account. 

I also stated that solution of the problem of economic order consists in recon- 
ciling economic autonomy, codrdination, and continuity with each other and 
with the forces of productivity-increasing change. I said, furthermore, that 
economists had failed to solve this problem because they had relied upon analysis 
of a circumscribed hypothetical economic subrealm to explain objects and events 
in a more extended real subrealm. Specifically, economists have ignored the 
fact that the reai economic, political, and moral subrealms of being are inter- 
twined; and they have acted as if the conduct of affairs in the real economic sub- 
realm of being is essentially independent of what takes place in the real political 
and the real moral subrealms. 

Let us see how this situation came about. It had been recognized long before 
Adam Smith and Quesnay wrote that the interests of men are not naturally 
identical but must be harmonized either through coercion, or through commonly 
held ethical and/or religious beliefs and norms which govern conduct and cause 
men to codperate, or through a combination of coercion and norms. The relative 
weights attached to these two coérdinating agents by social scientists had varied: 
in Greco-Roman times the state was deemed of greater importance; in the early 
centuries of Christianity ethico-religious norms dominated; by the late Middle 
Ages the réle of state had become greater than in the period of Augustine, and 
it continued to grow in importance until the eighteenth century. At this time, 
however, both Smith and Quesnay made the great discovery that, even in the 
absence of a preconceived design, the conscious action of many men in an econ- 
omy produces results which, though undesigned, are orderly, essentially con- 
sistent with their separate interests, and (usually) superior to those which an 
individual or group might achieve through deliberate planning of the activities 
of a whole economy.® Smith and his followers thus established the extreme im- 
portance of economic autonomy, particularly that of the entrepreneur who must 
function in a dynamic world. 

The case for economic autonomy was made even stronger by subsequent 
economists. It was strengthened by the finding of Walras and his followers 
that free competition tends to maximize effective utility.”° It has been strength- 

69 See F. A. Hayek, ‘“‘Scientism and the Study of Society,’’ Economica, IX, 1942, pp. 288- 
291, XI, 1944, pp. 27-30. 

70 See note 60 above. The Lausanne school for reasons of mathematical convenience 
postulated a finely articulated economic system. Elsewhere (‘‘The Role of the State in 
Shaping Things Economic,”’ Journal of Economic History, Supplement VII, 1947) I have 
suggested that the economic system, being shot through with play, is not so tightly articu- 
lated as is sometimes supposed. Professor C. L. Allen has recalled to my attention T. 
Veblen’s observation that ‘‘the system has not yet reached a fatal degree of close-knit 
interdependence, balance, and complication; it will run along at a very tolerable efficiency 
in the face of a very appreciable amount of persistent derangement” (The Engineers and 
the Price System, p. 57). Here Veblen refers primarily to level of activity; my reference is 
to the sensitivity of one part of the system to a change in some other part independently of 
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ened on administrative grounds so far by the inability of proponents of cen- 
tralized planning, despite their refutation of the thesis of Von Mises and others 
that correct pricing is theoretically impossible in a socialist state, to demonstrate 
how correct prices can be established in practice under authoritarian socialisms.” 
It was strengthened also by the extra-economic arguments of Mill and Marshall 
to the effect that man can develop his inherent excellences only under a system 
that allows great liberty to the individual.” 

Unfortunately Smith and his followers, because of their emphasis upon the 
value of autonomy, made a mistake which the Physiocrats did not make: they 
overlooked the fact that, in the absence of appropriate rules and of a coercive 
agent to enforce these rules if necessary, the actions of autonomous agents will 
not be so coérdinated as to produce harmony; and they ignored the fact that 
economic activity can continue at a high level only if satisfactory conditions are 
present. If the followers of Smith had recognized the contingent character of 
the harmony and the continuity which, they supposed, tended automatically to 
be realized, they would have sought to discover what these necessary conditions 
are; and they would have formulated rules and principles out of which statesmen, 
armed with practical wisdom, could fashion institutional and governmental 
controls suited to establish these conditions and reconcile autonomy with co- 
ordination and continuity in a dynamic world. Had this been done, much bad 
legislation and many costly failures to take collective action would have been 
avoided. 

The cost to the Western world of its failure to combine Quesnay’s principles 
with those of Smith has been accentuated by three changes, the last two of which 
are attributable in part to the decision of economists to follow Smith to the ex- 
clusion of Quesnay. First, because of the decline in the conduct-determining 
influence of the Christian ethic, the underlying common value system has lost 
some of its homogeneity and, therefore, some of its capacity to codrdinate the 
economic behavior of autonomous agents; whence, as Pareto observed, the need 
for a harmony-producing coercive agent has increased. Second, the four pillars 
—the balance-of-power system, the international gold standard, the liberal state, 
and the self-regulating market—of nineteenth century civilization and Smithian 
harmony finally collapsed.” Third, the supposedly egoistic individual bargain- 
ing units of the early nineteenth century have been largely replaced by plural 
bargaining units—trade unions, corporations, etc.—whose psychology, objec- 
tives, and methods of procedure differ markedly from those of the bargaining 
egoisms postulated by nineteenth century economic theory.“ Whence the 





the level of activity. The condition of sensitivity, of course, is far more important than 
that of insensitivity. 
71 For a discussion of the problem and reference to some of the relevant literature see my 
review of Hayek’s The Road to Serfdom in Southern Economic Journal, XII, 1945, pp. 48-55. 
72 The psychologist I. P. Pavlov said there exists a ‘‘freedom reflex.”? Cited by P. A. 
Sorokin, Social and Cultural Dynamics, III, p. 174; see the whole of chap. 6, pp. 161 ff. 
73 The collapse of these pillars is described by K. Polanyi in The Great Transformation. 
74 See references cited in note 6 above. 
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determinate economy of yesterday in which the forces of competition supposedly 
produced something like a satisfactory equilibrium is giving way to an indeter- 
minate economy in which essentially amoral economic interest groups will 
struggle for power and income until, if this struggle is not otherwise composed, a 
Hobbesian sovereign takes over.” A foretaste of what may be in prospect was 
supplied in the post-V-J-Day period by the struggle of business, agriculture, and 
labor, always abetted by opportunistic politicians, each to rid itself prematurely 
of the wartime controls imposed on it in the interest of the common welfare. 

This Hobbesian denouement is by no means a foregone conclusion; and we 
could not confidently predict this outcome even if it were assured in fact. We 
have at our disposal knowledge which may be mobilized to reconcile autonomy, 
coérdination, continuity, and change. Keyensianism may yet enable us to 
ensure the continuity which belief in Say’s Law was unable to produce. The 
allocational principles developed by the Austrian, Lausanne, and related schools 
may yet be fashioned into economic rules suitable for the guidance of agents, 
coercive and otherwise, appointed to suppress anticompetitive behavior and 
bring about a correct allocation of the factors of production.” The studies of 
Pareto, Commons, and others, which have made explicit the coérdinating rdéle 
of coercive agents, institutions, and common value-attitudes, may help us to 
implement the information they have provided. 


Vil 


I turn now to the import of what I have said for the American economy. 
This economy, as presently conceived and operated, does not appear likely to 
persist. For it has failed to solve the problem of economic order; and an econ- 
omy that fails to solve this problem does not tend to survive unchanged. It has 
provided a large amount of economic autonomy, to be sure. But it has been un- 
able to ensure continuity of a high level of economic activity, and its capacity to 
coérdinate and harmonize the diverse interests of individuals and groups has been 
declining and probably will continue to decline so long as present conditions 
persist. Today powerful groups—I refer particularly to those elements in the 
business, agricultural, and labor sectors which are seeking to establish quasi- 
monopolistic prices for their goods and services—are engaged in a struggle for 


7 “The Keynesian revolution in theory . . . may turn out to be the opening stage of a 
greater revolution, precipitating us into the theory and practice of an indeterminate econ- 
omy of organized groups, whose social roots go far deeper, and whose social effects are far 
wider, than questions of wages and prices.’”? See J. M. Clark, ‘“‘SSome Current Cleavages 
Among Economists,’’ American Economic Review, Supplement, XX XVII, 1947, p.2. See 
also my paper cited in note 70 above. It is significant that six of the ten principal causes of 
inflation listed in the Monthly Business Review (Oct. 1947, p. 4) of the Cleveland Federal 
Reserve Bank are the result of action by politicians; the other four causes are attributable 
in part to actions of politicians. 

76 Some of these principles have been expressed formally by A. P. Lerner in his The 
Economics of Control. Since Lerner’s statement of some principles is unsatisfactory at the 
formal level, and since he does not show how the formally satisfactory principles may be 
translated into administratively feasible rules, his study, while useful and clarifying, is 
of quite limited applicability. See also M. W. Reder, op. cit. 
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wealth and power, which the coercive power of the state is at present unable to 
compose, and which is affecting adversely the well-being of a large fraction of the 
population. This struggle is aggravated by the fact that in the cases of agri- 
culture and labor the two primary forms of power, the economic and the politi- 
cal, are united as they have never before been united in this country. There is 
great danger, therefore, that this struggle, if permitted to continue, will generate 
a totalitarian economic state and thus destroy the very autonomy that most 
thinking men would like to see preserved. 

Struggles of this sort may in theory be composed in one of two ways, either of 
which can produce a coérdination of activities and an artificial identity of in- 
terests. A centrally planned economy, dominated and largely operated by the 
state, nay be brought into existence. This solution is out of the question, how- 
ever. It involves rejection of the very values and ideals to the realization of 
which the attainment of economic order is merely a means. It entails denial of 
the autonomy we are seeking to preserve. It almost certainly will neither maxi- 
mize the rate of growth of per capita income nor bring about the particular kind 
of coérdination that most men want. For the entrepreneurial state lacks and 
probably will continue to lack the know-how, the moral integrity, the inventive- 
ness, the capacity to give incentive, and the flexibility of economic behavior 
requisite in a dynamic world. Moreover, because of the uncertainty inherent 
in human society and characteristic of human endeavor, the state is incapable 
of establishing for large numbers those complex arrangements which are presently 
brought about in the democratic world by continual mutual adjustments of the 
participating autonomous agents.77 

A solution may be found, secondly, in the establishment and enforcement by 
the state and by inferior associations, of a body of rules,’* suited te produce a 
workable and stable harmony of diverse interests, while probably allowing to 
individuals and entrepreneurs even more autonomy than they now enjoy in the 
aggregate. These rules would be designed: (a) to produce an economically cor- 
rect allocation of factors of production and thus remove short-run and long-run 
disguised unemployment; (b) to prevent major disturbances in the monetary 
system and in the orderly growth of the media of exchange. These rules, by 
reducing diminishable uncertainties and narrowing the range of expectations, 
would give greater stability and certitude to the expectations of men regarding 
future prices, the character of prospective institutional controls, and the probable 
scope of the use of coercion in the economic realm of being. 

The general effect of these rules would be to prevent monopolistic and related 
practices and to compel buyers and sellers, whether many or few in number, to 


77 See K. Polanyi, ‘“The Growth of Thought in Society,’’ Economica, VIII, 1941, pp.428- 
457. See my papers cited in notes 70 and 71 above. 

78 «The substance of society, in so far as it is free or moral, is the body of such rules made 
by human beings for their own association, with a view either to making their activity itself 
as interesting and satisfying as possible, or else to fulfilling what they conceive to be their 
‘task’ as human beings.’’ See F. H. Knight, ‘“Economic Science in Recent Discussion,”’ 
American Economic Review, XXIV, 1934, p. 237. This view was effectively stated by the 
late Henry Simons. See references to his work in my paper cited in note 70 above. 
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behave as if they were operating under conditions of pure competition.”® Given 
these rules, collective bargaining between employers and trade union representa- 
tives could no longer serve, as it so frequently does today, particularly in the case 
of industry-wide agreements, to establish supra-competitive wages and prices 
at the expense of the rest of the community; organized agriculture could no 
longer, through government-sponsored arrangements, collect from American 
consumers both supra-competitive prices for agricultural products and tax 
receipts for distribution to farmers participating in these monopolistic opera- 
tions;*° particular sheltered business groups could no longer overcharge their 
customers; periodic raids upon the federal treasury by groups such as the “sil- 
ver interests” would become a thing of the past; and banks would no longer be so 
free to manufacture or to destroy means of exchange irrespective of the effects 
of such action upon the economy. In short, effective application of appropriate 
rules would restore to the consumer, the Forgotten Man of the American econ- 
omy, his seat at the bargaining table which was taken away from him by the 
monopoly-seekers and their political henchmen. 

The establishment and enforcement of these rules will not only serve to pro- 
duce competition, or its similitude, and an acceptable artificial and dynamic 
identity of interests. It will also help to make possible what so far has been 
achieved only in regimented police states dedicated to war or to preparation for 
war, namely, economic continuity. Something like continuous high-level ac- 
tivity can be achieved only if the state and other associations make use, when 
necessary, of the instruments of control which contemporary economic theory 
has fashioned or may fashion. These instruments cannot safely be applied, 
however, in a dynamic society under the sway of monopoly-seekers and shot 
through with the bottlenecks to which full employment gives rise even when 
free competition prevails. For in such a society the use of these instruments 
makes for the prevention of necessary price adjustments, the perpetuation of 
monopolistic arrangements, and the generation of inflation; it cannot, therefore, 
bring about real continuity in such a society. 

The establishment of rules, even when supported by the coercive power of the 


79 In this section I use the terms monopoly and competition, and their adjectival forms, 
in a not too rigorous sense. The term monopoly is intended to cover all economically ad- 
verse deviations from pure competition except those no more extreme than monopolistic 
competition when selling is aggressive. The use of the concept competitive equilibrium is 
not intended to suggest that this particular equilibrium necessarily yields the maximum of 
satisfaction; it is here used as a first approximation on grounds of convenience. It is not 
possible in this paper to take into account the ways in which a purely competitive equilib- 
rium may differ from an equilibrium yielding maximum satisfaction. It is the latter which 
is the desideratum and which, in so far as practicable, the rules should be contrived to 
realize. See note 54 above. 

80 Evidence that schemes such as the tobacco allotment plan elevate prices above the 
competitive level is suggested by a study of the price of tobacco land which reveals that 
‘“‘a majority of farms in the tobacco areas that were sold in 1945 and which had appropriate 
tobacco allotments were enhanced in market value by from $300 to $600 for each allotment 
acre.’? See J. E. Mason, ‘“‘Acreage Allotments and Land Prices,” The Journal of Land & 
Public Utility Economics, XXII, 1946, p. 181. On the basic problem which agriculture 
controls are intended to solve see T. E. Schultz, Agriculture in an Unstable Economy. 
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state, will not suffice per se to secure and preserve economic order. First, the 
basic common value-attitudes of the population must be sufficiently consistent 
with these rules to mobilize in their support a strong sense of moral obligation to 
comply with these rules. Otherwise there will be need for a much stronger ex- 
ternal coercive agent than is likely to be compatible with a high degree of 
autonomy. 

What I have said respecting rules and autonomy is well illustrated and at- 
tested in particular branches of athletics such as football. Everyone with any 
interest in football—coaches, players, spectators—is concerned above all that 
the game both survive and improve. Everyone is willing, therefore, even at 
the expense of temporary disadvantage to himself, to accept and abide by what- 
ever rules are essential to the survival and improvement of the game. So the 
rules are enforced both by appointed regulatory bodies armed with sanctions 
and by the commonly felt sense of moral responsibility for the maintenance and 
observance of an appropriate body of rules. While these rules circumscribe the 
behavior of each team, they do not deprive it of its creative autonomy. Each 
coach plans his offense and defense within the boundary of these rules, incorporat- 
ing his offensive and defensive plans in a set of plays, maneuvers, and action- 
directing maxims. This set allows considerable autonomy to the individual 
player just as the overriding body of rules allows considerable autonomy to each 
coach and team. A coach does not imagine and describe and plan in detail 
every possible disposition, and series of dispositions, of men by which his team 
may be confronted, or with which his team may face the opposing team. It is 
impossible in practice for a coach to do this, let alone to communicate to his 
players every possible disposition and counterdisposition of his men and their 
opponents. If this were attempted the game would be frozen. The coach is 
content, therefore, to plan broader initial dispositions and counterdispositions 
of players, to indicate their manner of execution, and otherwise to rely upon 
action-directing maxims which allow each player a large and necessary amount of 
autonomy. In sum, in athletics we find autonomy and codérdination nicely 
balanced at all relevant levels. 

Second, intranational economic order can be achieved only in a world of in- 
ternational political order; it cannot be achizved so long as unrestricted national 
sovereignty and, therefore, international anarchy prevail. It is already evident, 
in fact, that as the cold war of the totalitarian East against the freedom-loving 
West becomes warmer, the economies of the Western world will tend gradually to 
be transformed into highly militarized and essentially totalitarian systems. The 
ultimate way out lies in the establishment of a regime of international law under 
which all individuals and states must live, and to which they must be made to 
conform, if and when necessary, by the coercive power lodged at the international 
level in the United Nations or its successor. If, as is likely, the totalitarian 
East refuses to participate in such a government of laws at the international 
level it must be pressed to participate and without too much delay; for the 
economic and moral cost to the freedom-loving West of delay in this matter is 
not one that can long be tolerated without serious adverse effects. 
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Third, it will be difficult to secure and enforce rules of economic order in an 
economy in which the distribution of wealth is both markedly unequal and with- 
out the general approval of the population. For marked inequality tends to 
worsen socio-economic selection; it operates to check incentive and effort, and 
this tendency is accentuated by the progressive character of the present system 
of taxation, which is based largely upon income instead of upon capacity to pro- 
duce income; and it serves to create social dissatisfaction, since few men include 
in the category of an individual’s productivity his having been born in a gilded 
cradle. A reconsideration of the findings of Rignano, Dalton, and Wedgewood 
is in order, therefore. Presumably, despite past unsatisfactory experience with 
death and gift taxes, inequality could be greatly reduced through the use of these 
taxes and the imposition of ceilings upon the amount of property donatable and/ 
or bequeathable in the aggregate and to individual direct, or collateral, heirs.*! 
The preservation of autonomy would require, however: (a) that, as a rule, prop- 
erty gathered into the hands of the state through such taxation be transferred to 
private ownership and management; and (b) that gifts and bequests to eleemos- 
ynary institutions not be subject to limitations, since these institutions constitute 
bulwarks against the encroachment of the state bureaucracy in many spheres of 
life in which considerable privately dominated activity is desirable. 

I have indicated the direction in which the solution of the problem of economic 
order lies. Whether it will be solved by our society no one knows. Certainly 
past history does not augur too well for the future. Solution involves action at 
three levels. First, the problem must be clearly envisaged. Second, the solu- 
tion must be stated in theoretical terms. I have limited my historical and other 
discussion to these first two levels. Action at the third level consists in the 
translation of the theoretical solution into practice; therefore it is by far the most 
difficult. Yet it is not impossible of realization. And economists can contribute 
tremendously to its realization by reorienting their economic thinking in terms 
of this all-inclusive and paramount problem of economic order. 


81 Death and gift taxes have not been an important source of income in the past because 
of difficulties attendant upon their administration. See H. M. Groves, Postwar Taxation 
and Economic Progress, chap. 9. How much death and gift taxes would contribute if a 
ceiling were placed upon gifts and bequests as suggested is difficult to determine. Suppose 
the national wealth is equal to five times the national income and that government absorbs 
one-fourth of the national income. Then, if 1.5 per cent of the property holders died every 
year, and the government took all their property, the amount taken would aggregate only 
30 per cent of tax income ([.015 X 500] + 25 = 0.3). This percentage is very much reduced, 
however, by allowances for gifts and bequests subject to little or no taxation. It is not 
likely, therefore, that death and gift taxes will supply a sizeable fraction of governmental 
receipts. Death and gift taxes provided 2.3 per cent of federal, state, and local tax revenue 
in 1942; 1.3 in 1945; and 1.6 in 1946 (see U. S. Bureau of the Census release G-GF46-No. 3 
on ‘Governmental Revenue in 1946’’). 
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I 


State expenditures in our federal system cannot be considered completely apart 
from either federal or local expenditures. Important public services are financed 
jointly or cooperatively by different units of government. The federal govern- 
ment supplies a sizable part of the money spent by the states for agriculture, 
public welfare, highways, health, forestry, wildlife, and other activities. Direct 
federal expenditures are also made for these activities. State and local expendi- 
tures are even more closely interwoven. State aid provides a large and increas- 
ing proportion of local revenues. The division of financial responsibility between 
state and local governments does not follow any fixed pattern. Consequently 
the amount of direct state expenditures for a given function, or even the com- 
bined direct and aid expenditures, may reflect the special state-local fiscal rela- 
tions rather than total state-local expenditures for this purpose. 

The states have an important and perhaps an increasing role in the con- 
stantly changing intergovernmental relationships. The heavy foreign and de- 
fense related expenditures of the federal government do not suggest expansion in 
federal aid for the states in the immediate future. On the other hand, the re- 
stricted revenue sources of local governments indicate pressure on the states to 
contribute even more to the expanding cost of state and local activities. The 
end of the war and the removal of wartime restrictions have given renewed em- 
phasis to state expenditures. The states now have expanded responsibilities 
and new opportunities to supply public services and facilities for peacetime living. 
A review of developments in state expenditures has added significance because of 
these changing conditions. 

State expenditure facts and figures are not readily available in a clear and 
understandable form. State differences in expenditure classifications and report- 
ing, the use of special funds, the practice of earmarking revenues, the absence of 
consolidated expenditure statements are the rule rather than the exception. 
Expenditure analyses are frequently fragmentary and often reach the public in 
a form designed to serve specific objectives such as tax reductions, or higher 
salaries for school teachers. Even more commonly they are presented as a part 
of the process of ‘“‘pointing to with pride” or ‘viewing with alarm” the record of 
a political group. Expenditure theory and standards for measuring the quality 
of services provided are not well developed. There is a tendency in state as well 
as in private affairs to give more attention to the amounts and methods of obtain- 
ing income than is given to the uses of that income. It has been said that, 

* The writer is indebted to Mr. D. John Rudder for assistance in the preparation of 
statistical data on which this paper is based. 
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“public finance experts generally dispose of the subject of expenditures a with few 
perfunctory chapters and hurry on to the core of their interest-——taxation and 
other sources of revenues.’”! 

States spend money to get things done—to satisfy human needs—but the 
process raises many fundamental questions. How much can the people afford 
to spend through their government? What portion of the total income can be 
used more productively by government than through private spending? How 
should limited public funds be apportioned among different purposes? Is it pos- 
sible to classify governmental services according to their degree of importance? 
The states have arrived at different answers to these questions, or perhaps state 
legislatures and administrative officials have little time for such general considera- 
tions. The public, however, should be informed about state business which 
spends its money and supplies the services it demands. In this expanding busi- 
ness the southeastern states now employ some 168,000 full-time employees? and 
spend over a billion dollars a year. 

The Southeast as used here contains 11 states, including Virginia and Ken- 
tucky on the north and Arkansas and Louisiana on the west. As a group, these 
states have the most urgent expenditure problems to be found in the nation. 
Among the reasons are low per capita incomes and taxable resources, a demand 
for public services and facilities comparable with those provided in areas of 
greater wealth, a high proportion of young people to be cared for and educated, 
and the added cost of separate services for two races of people. The relatively 
low taxable resources and the relatively heavy needs for services make it doubly 
important that each dollar be used effectively. The Southeast has 20.5 per cent 
of the national population and 26 per cent of the youth of the nation to educate, 
but only 14 per cent of the income payments to individuals. Since 1940 popu- 
lation has gained less rapidly but income payments more rapidly than the na- 
tional average. Wartime developments appear to have strengthened the relative 
economic position of the Southeast. 


II 


Total state expenditures in the Southeast increased from $618 million in 1937 
to $1,148 million in 1946. The largest annual gains were made in 1938 and in 
1946. There was an annual increase each year during the war. From 1941 to 
1945 the gain was 18 per cent, representing about the same dollar increase as was 
made for the year 1946. Included in the 1946 expenditures are $311 million of 
aid to local governments. The federal grants to these states for the same year 
aggregated $141 million.® 

The total state expenditure figures include, in the order of magnitude for 1946, 
direct state operation, aid payments to local governments, contributions consist- 


1V.O. Key, Jr., ‘The Lack of a Budgetary Theory,’’ The American Political Science 
Review, Dec. 1940, p. 1139. 

2 U.S. Department of Commerce, Public Employment in January 1947, p. 7. 

3’ The Council of State Governments, Grants-in-Aid and Other Federal Expenditures 
within the States, May 1947, Tables B and D. 
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ing primarily of amounts paid into unemployment compensation and pension 
funds, capital outlays, debt retirement, and interest. Operation and aid pay- 
ments accounted for 57 per cent of the total in 1937, 63 per cent-in 1941, and 70 
per cent in 1945 and 1946. The increasing percentage during the war years is 
explained both by larger expenditures for these purposes and by decreases in 
capital outlays. Aid payments remained about two-thirds the size of direct ex- 
penditures for operation throughout the decade. The amount of the increase in 
operation and aid combined for the four prewar years ending with 1941 was the 
same as the gains during the four war years ending with 1945. The increase for 
the year 1946 was $95 million, a figure in excess of the gain from 1941 to 1943 but 
smaller than the increase from 1943 to 1945. Contributions to trust funds in- 
creased 50 per cent from 1941 to 1945, reflecting the growing yield of the unem- 
ployment compensation taxes. Capital outlays dropped more than 50 per cent 


TABLE I 
General Expenditures by Character in the Southeastern States, 1937 to 1946 
(In millions) 





| | | 
1937 1938 1939 | 1940 | 1941 1942 | 1943 | 1944 1945 1946 


Deere ....6 oo. sens | $230 | $254 











| 

| s278 | $202 | $323 | $343 | s359 | $393 | $429 | $487 
164 | 164 

| 

| 





Aid payments. .......| 120 | 166 | 205 | 212} 220 | 248 | 275| 311 
Contributions........| 39 | 76 92 | 91} 100; 119} 141] 151 | 152 | 136 
Capital outlays. ...... | 140| 165 | 194] 180] 150 | 189} 95| 75] 71| 96 
Debt retirement...... | 57 | 70 42 | 40| 31 39 70 | 75 | 39 | 98 
eee | 32) 33) 34 33 | 33 | 34 30 | 29 26 25 
| | | | 
2 | RRO ese $618 | $762 | $804 | $802 | $842 | $886 | $915 | $971 | $992 1$1,148 





Source: Bureau of the Census, Financial Statistics of States, and State Finances for the 
different years. The states included in the Southeast are Alabama, Arkansas, Florida, 


Georgia, Kentucky, Louisiana, Mississippi, North Carolina, South Carolina, Tennessee, 
and Virginia. 


during the war. The annual outlays declined each year from a high of $194 
million in 1939 to a low of $71 million in 1945. The figure was $96 million for 
1946. For the years 1941 to 1946 inclusive, outlays were $400 million below the 
$170 million annual average for the four preceding years. Relative to the annual 
totals, operation, aid, and contributions increased during the war; capital outlays 
and interest declined, and payments for debt retirement were irregular. 

State expenditure figures mean more when noted in relation to price levels, 
employees, and income payments. The 50 per cent increase in operation and aid 
payments from 1937 to 1941 occurred with only a slight increase in the price level 
as reflected by the Bureau of Labor Statistics Wholesale Commodity Price Index. 
During the war years 1941 to 1945, these expenditures went up one-third and 
prices advanced one-fifth. During the fiscal years 1946 and 1947 prices advanced 
more rapidly than expenditures. The comparative changes in state expenditures 
and wholesale prices suggest that increases in operation and aid payments from 
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1941 to 1947 have merely offset rising prices without making any provisions to 
care for larger populations or service improvements. 

Department of Commerce releases on government employment show that the 
number of state nonschool employees in the Southeast declined 6 per cent from 
1941 to 1945; during the same period payrolls advanced 13 per cent. In January 
1947 the number of employees was one-third larger than for 1941, but payrolls 
were up 85 per cent. In spite of these payroll increases the level of compensation 
remains low. The January 1947 employment figures suggest that the level of 
state and local compensation for nonschool employees in the Southeast was from 
20 to 25 per cent below the national average. For the school year 1943-44, 
salaries for public school teachers in this area were 35 per cent below the national 
average. For the nation, salaries and wages per employee in manufacturing 
and state and local government were the same in 1940 but in 1946 earnings in 
manufacturing were 20 per cent higher.’ 











TABLE II 
Percentage Distribution of State Expenditures in the Southeast for Selected Years 
| 1937 1941 | 1945 1946 
COINS 5 ose oc as ote acter anes we 37 38 | 43 43 
RWG NEE... 5 352s oiclncsuckeeess 20 24 28 27 
ee cy ne ma 6 12 15 12 
COMDMERL GUIGEAE, « «5 555 so ct rks. 23 18 7 8 
Deut retwemens .... «2.6.0.5. beck 9 4 4 8 
RPNOING 5050 Scion cd etos Stone eee 5 4 3 2 
jE a ea 100 100 100 100 























Source: See Table I. 


State operation and aid expenditures in the Southeast were 4.3 per cent of in- 
come payments to individuals in 1937, 5.8 per cent in 1941, but only 3.3 per cent 
in 1945. In 1946 the percentages were 3.6 per cent for this area and 3.0 per cent 
for the United States. Throughout the decade state expenditures in the South- 
east have represented a larger percentage of income payments than for the United 
States. Using the 1937 to 1939 average as 100, state operation and aid expendi- 
tures in the Southeast. were 198 in 1946 but income payments were 283. The 
1946 relatives for the United States were 154 for expenditures and 243 for income 
payments. 


Ill 
Schools, highways, and welfare, in the order named, are the most expensive 
activities of the southeastern states. Figures for 1946 show that schools received 
35 per cent of operation and aid payments, highways 17 per cent, and welfare 15 
per cent. The comparable percentages for the nation were schools 27 per cent, 


4U.S. Office of Education; Statistics of State School Systems. 
5 National Income Supplement to Survey of Current Business, July 1947. 
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welfare 23 per cent, and highways 15 per cent. Including operation, aid, and 
outlays, highways in this area cost one-third more than schools for the four years 
before the war. School expenditures became larger in 1943 and were 60 per cent 
above highways in 1945. 

In the Southeast schools account for nearly one-fourth of state operating ex- 
penditures and over half of aid payments. There were no significant percentage 


TABLE III 


Wartime Changes in State Operating Expenditures and Income Payments to Individuals 
for the Southeast and the United States 


(Relatives using 1937-1939 averages as 100) 











i f OPERATING EXPENDITURES 
ee | DIRECT ag EXPENDI- INCLUDING AID To 1 toc ak Gov- a yn TO 
Southeast | United States Southeast United States Southeast United States 
1937 91 93 87 86 102 104 
1938 99 102 103 106 96 95 
1939 110 105 110 108 102 101 
1940 116 104 114 103 110 109 
1941 129 110 131 115 140 133 
1942 150 114 146 121 188 167 
1943 157 116 152 121 235 204 
1944 | 172 129 159 129 260 217 
1945 187 138 175 136 270 223 
1946 213 158 198 154 283 243 























Source: See Table I, and Survey of Current Business, Aug. 1947. 


TABLE IV 


Public School Expenditures per Pupil in Average Daily Attendance for the Southeast 
and the United States, 1939-40 and 1943-44 








1939-40 1943-44 
Current Expense and Interest: 
I errno 73s cu eleie & aancdate Asean, tenet $45.06 $ 65.83 
MID «osc ies ccvemdeerepaumduepeeee teed 94.03 121.93 
Capital Outlays: 
Ee err ett ne 5.69 1.99 
I 2c csc. cick din coasts ac atgr Sesgeane oe ote amtay 11.70 2.74 








Source: U.S. Office of Education, Statistics of State School Systems, 1939-40; and 1943-44. 





changes during the war years. The major part of state support for schools is 
supplied as aid to local governments. For the school year 1943-44 states fur- 
nished over half the public school funds in this region in comparison with one- 
third for the 48 states. During the war period the states of the Southeast 
increased their contributions to schools more rapidly than the rest of the country, 
and in 1946 were supplying more per capita than the national average. The 
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larger state contributions were overshadowed by much heavier local support 
throughout the nation. Current state and local public school expenditures per 


TABLE V 


State Operation, Aid, and Outlays Expenditures by Purpose in the Southeast for 
Selected Years 


(In millions) 














1937 1941 1945 1946 
Operation 

EE co Gr tude ene oe eoee $60.2 $78.7 $103.5 $112.8 
I ak cain a ic-nis'en nS 53.3 49.8 63.1 84.8 
We 65,5 526-0 0c cclcnlnene 19.8 59.4 94.5 98.3 
General control.................... 26.0 31.7 32.5 36.9 
Hospitals & institutions. .......... 19.2 26.6 39.3 45.0 
Natural resources. ................ 17.1 26.2 34.9 39.2 
CI es oo ane seaure 10.9 11.4 11.6 12.3 
er 11.8 15.1 17.3 19.0 
PM ial. Sic oo boa re aoe ane 7.9 13.6 24.7 26.8 
ONIN. 5. oy 5 cae uscn ae bandecnet 0.4 0.7 1.0 1.2 
IIR co ocwls Se oc cca roweewicses 0.2 0.4 0.6 0.6 
Miscellaneous. ...................-. 3.3 9.6 5.5 9.9 

NE oe NL ow ait pean amen $230.1 $323.2 $428.5 $486.8 


Aid to Local Units 














| RRO C EL eRe Peat eeee RU $80.1 $111.0 $161.8 $168.0 
RN acne oc tei nee Sareea 37.3 53.9 44.2 54.6 
PPNOS WHEREIS 5. oo ong ono os dive vos ee ws 1.4 12.5 16.6 18.9 
WIS cocns tink ee ee ameees 1.0 1.9 12.1 13.1 
RE 5 5 ccc ea enna oe oe en 0.3 26.0 40.4 56.7 

WN sso hh Ga Ge eRe eee $120.1 $205.3 $275.1 $311.3 

Capital Outlays 

ES SE Gee ee eee. $8.2 $8.3 $5.4 $10.9 
eR Api a ean, So. 122.5 129.9 59.4 74.4 
Natural resources................. 0.4 0.6 0.8 1.7 
UE. sit ctd ante Rees Red 8.6 11.1 5.0 8.6 

PII c.g Uae as caparedn paren $139.7 $149.9 $70.6 $95.6 














Total Operation, Aid, and Outlays...| $489.9 $678.4 $774.2 $893.7 





Source: See Table I. 


pupil in average daily attendance in 1943-44 for the Southeast were only 54 per 
cent of the national average. 

Operation and aid payments for highways remained practically constant in 
amount during the war, but dropped relatively from 20 per cent to 15 per cent of 
the total. Expenditures for direct operation were substantially equal to aid in 
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1941, but in 1946 direct expenditures were 50 per cent larger than aid payments. 
Highway outlays have constituted from 80 to 90 per cent of the state capital 
expenditures during the entire decade. 

Public welfare expenditures in the Southeast were of minor importance in 1937, 
but had a remarkable growth during the prewar and the war years. Old age as- 
sistance, the major welfare item, increased from less than $10 million in 1937 to 
above $100 million for 1946. The availability of federal aid on a matching basis 
helps explain the rapid increase in assistance for the aged, dependent children, 
and the blind. About 39 per cent of all federal grants to the southeastern states 
in 1946 were to help finance these phases of the welfare program. Monthly pay- 
ments for old age assistance for the month of June 1946 averaged $17.28 per re- 
cipient for this area, in comparison with a national average of $31.48 for the same 
month.’ For the nation, welfare expenditures have accounted for one-fourth of 
all operating and aid payments throughout the past decade, but for the Southeast 
the increase was from 6 per cent in 1937 to 16 per cent in 1945. 

State contributions to unemployment trust funds increased from $90 million in 
1941 to $139 million in 1944. The 1946 figure was $116 million. At the end of 
1946 the state balances in these funds for the Southeast totaled $750 million. 
State contributions to retirement funds mounted rapidly during the war from 
about $1 million or less in 1941 to $12 million in 1946. The trust funds for these 
pensions for public employees at the end of 1946 aggregated $87 million. These 
funds include state, local, and employee contributions. Benefit payments in 
1946 were $2.6 million, representing an increase of almost 50 per cent from the 
preceding year. 


IV 


State debts were reduced, interest obligations cut, and surpluses accumulated 
during the war years. The net bonded debt of the southeastern states increased 
each year from 1937 through 1940. From 1941 through 1946 states reduced 
their outstanding debts. During these years the net state debts were reduced 
from $777 million in 1940 to $500 million in 1946, or a little more than one-third. 
The gross debts of these states as of June 30, 1946, were $650 million against 
which sinking funds of $150 million were provided. Interest payment declined 
at a rate slightly in excess of debt reduction, showing a drop in a computed aver- 
age rate from 4 per cent in 1941 to 3.6 per cent in 1946. Although there has been 
no considerable state borrowing in this area, new state and municipal issues for 
the nation during the six months ending June 30, 1947, were at a record high of 
$1,325 million. 

In addition to debt retirement the southeastern states accumulated surpluses 
during the war which totaled $393 million at the end of 1946, of which $154 mil- 
lion were in highway funds. These surpluses combined with the $277 million set 
aside for debt retirement give a total wartime accumulation of $670 million. 
For comparative purposes it may be recalled that capital outlays from 1941 to 


6 Annual Report of the Federal Security Agency, 1946, p. 532. 
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1946 inclusive were estimated to be $400 million below the prewar level. Com- 
putations using the Engineering News-Record Building Cost Index show that 


some $750 million would be required to make up this deficiency at 1947 midyear 
cost levels. 


Vv 


State differences limit the usefulness of regional generalizations. In addition 
to variations in amounts spent, state practices differ in relation to local aid, ap- 
portionment of funds among activities, debt policy, capital outlay programs, 
financial management and reporting, and in many other ways. The following 
comments touch only a few of these state characteristics and give only quantita- 


TABLE VI 


Comparison of State Debts and Surplus Accumulations in the Southeast, 1941 and 1946 
(In millions) 




















1941 1946 
Debt 
CN I oa ssi Picis wae sdins Altos ae a eeataee $827.3 $650.5 
Sinine Tue SOW. | «25. 20 oe cean den eees ae 60.5 149.8 
PUG MING: » oid oc 5 cinaiea on eaeede aan nener ee $766.8 $500.7 
Surpluses 
SET OUI ooh 5 so ae x As slardeve ) cap aewee tee $25.2 $187.9 
FI III oo sv cniase: ec seislueniavs quienes anions 154.3 
PEPONSE SONNE 55.5 5:60 sa aise de eee rReaek aaah 51.0 
TU os sien sais's. 0.00 oc as nae wawenannee ona $25.2 $393.2 
Trust Funds 
Unemployment compensation................... $212.4 $750.2 
RRS NE 6 56.2.5 «ois atieev. dm prGmadatecwen stasis 7.6 86.6 
ORE os choot eh oes See akan ee eee $220.0 $836.8 








Source: See Table I. The debt figures are limited to general government obligations. 


tive comparisons which may ignore important qualitative considerations. The 
amount of money spent does not always measure the services supplied. 

Percentage comparisons show that during the prewar years 1937 to 1941 all 
state expenditures increased 25 per cent or less in Alabama, Mississippi, and 
Virginia, but increases were 83 per cent in Georgia and above 50 per cent in 
Florida and South Carolina. Wartime increases from 1941 to 1945 in total ex- 
penditures were under 10 per cent in Kentucky, Mississippi, and North Caro- 
lina, but above 25 per cent in Alabama, Tennessee, and Arkansas. 

Throughout the past decade the highest per capita state expenditures for op- 
eration and aid have been in Louisiana and Florida. From 1941 to 1946 the 
greatest gains were made in South Carolina and Virginia and the smallest in 
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Tennessee. In 1946 the per capita ranged from $41 in Louisiana and $39 in 
Florida to a low of $21 for both Kentucky and Tennessee. For that year Louisi- 
ana and South Carolina and Florida spent in excess of the national per capita. 
Figures for 1942 show that the highest local per capita expenditures were also in 
Louisiana and Florida. These were the only two southeastern states that 
approached the average national per capita for state and local expenditures com- 
bined. The other nine states had the nine lowest places in an array of the 48 
states.? 

Alabama was the one state in 1941 for which aid payments exceeded direct 
expenditures for operation. During the war, Mississippi and South Carolina 
joined Alabama, making three states in 1945 and 1946 in which aid payments 
were larger. On the other hand, aid payments in North Carolina were only one- 
tenth as large as direct operating expenditures. South Carolina distributed $20 
per capita in aid payments in 1946 in comparison with $8 in 1941. In 1946 aid 
payments were equal to or above the national per capita of $15 in Alabama, 
Florida, Louisiana, and South Carolina. Federal grants to these states in 
1946 ranged from a low of $3 per capita in Virginia to above $6 in Florida and 
Louisiana. 

Direct state expenditures for schools in North Carolina accounts for one-half 
of the total direct state school expenditures in the Southeast. In each of the 
other states support for public schools is in the form of aid to local units. For 
1946 state school support combining operation and aid was above the national 
per capita in Alabama, Florida, Louisiana, North Carolina, South Carolina, and 
Virginia. 

Highway expenditures for operation and aid were lower in 1945 than in 1941 
for Florida, Louisiana, South Carolina, and Tennessee. In Florida and Ten- 
nessee the 1946 expenditures were also below 1941. Direct state expenditures 
account for 70 to 100 per cent of state funds for highways in Kentucky, Louisiana, 
North Carolina, and Virginia. In Mississippi and Tennessee state aid for high- 
ways is some three times as large as direct operating expenditures. 

Arkansas, Kentucky, and Louisiana were the only states providing as much as 
$1 per capita for welfare activities in 1937. In 1941 Louisiana was spending $6, 
but Alabama, Mississippi, North Carolina, South Carolina, and Virginia were 
spending less than $2 per capita. In 1945 Florida and Louisiana equalled or 
exceeded the national average of $7 per capita, but North Carolina and Virginia 
were under $2 per capita. Since the war public welfare activities represent the 
largest item of direct state operating expense in each state except Alabama, North 
Carolina, and Virginia. In these three states support for welfare activities is 
provided through aid payments to local governments. In these states also, and 
to a lesser extent in Georgia and Tennessee, local governments contribute a part 
of the funds to match federal aid. 

Highways account for the bulk of state capital outlays for each year and for 
each state during the past decade. Figures on highway outlays in Florida show 


7U. S. Department of Commerce, Governmental Finances in the United States, 1942, 
Table 16. 
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little indication of curtailment due to the war. During the four years ending 
with 1945, the Florida expenditures were 23 per cent above those of the four 
years ending in 1940. At the other extreme Mississippi, which had the highest 
capital investments in highways during the four prewar years, reported a drop 
of 85 per cent for the four war years. In Virginia outlays for the decade ranged 
from $23 million in 1942 to $10 million in 1944. 

In 1941 Virginia contributed $434,000 for employee retirement, representing 
40 per cent of the total amount provided by the southeastern states. State con- 
tributions for this purpose in 1946 were $3.6 million in North Carolina, $2.4 mil- 
lion in Virginia, and over a million dollars each for Georgia, South Carolina, and 
Tennessee. Through 1946 Virginia led all the states in amount of benefit pay- 


TABLE VII 


Per Capita State Expenditures for Operations and Aid to Local Governments in the 
Southeast for Selected Years 






































1937 1941 1945 1946 
STATE 7 

Opera-| aia | Oper@-| aia | Opere-| aig | Opera-| aia 

PI 5 io onic cata tiie creme $6 $7 $7 $9 $9 | $14 | $10 | $16 
CE OE ON Erte ne fee 6 3 10 4 15 8 14 9 
Sc sire Si nen divas aon ll 12 16 12 18 ll 23 16 
RE oo SS oat much alee wien ene 4 4 8 8 12 9 15 9 
IID hn. jo crests 025 ste eee wailed 9 + 11 4 14 4 14 6 
II oss. 0G k's. os seis Chae ee 13 5 18 13 23 15 25 15 
reer Orne 5 3 8 8 11 12 12 12 
PROGR NII 5s 6 dis 'nc se summon’ 14 1 16 2 23 2 26 3 
SOON MMIII. 5% 5 one ce. ccs 04.0% cores 7 6 10 8 12 14 16 20 
WINNIE «<5. < wo 6. Sed wa va wee 6 6 8 7 ll 9 ll 9 
WORN oa onicle's elateinne vio Aen 11 3 11 6 15 9 19 11 
III, aos. 55 b5c5 ee kcowae 8 4 ll 7 15 10 17 ll 
United WUNGGE .. — 5.0 vas cdenscessies 12 8 13 13 17 14 19 15 

















Source: See Table I. 


ments. Special state provision for serving World War II veterans appeared in 
six states in 1946. The largest amounts involved were $277,000 in Georgia and 
$165,000 in Louisiana. 

At the end of the fiscal year 1946, state debts less sinking fund assets were above 
$120 million in Arkansas and Louisiana but only $6 million or less in Georgia, 
Florida, Kentucky, and Virginia. Per capita figures for 1942 show that Arkansas 
had the highest state debt and the lowest local debt, and that Florida had the 
lowest state debt and the highest local debt. North Carolina reduced its net 
state debt from $123 million in 1940 to $34 million in 1946. Mississippi cut its 
debt during the war by $39 million, and Arkansas, Georgia, and Louisiana applied 
from $20 to $30 million each on debts. In addition to setting aside the largest 
amount for debt reduction, North Carolina accumulated $100 million of surplus, 
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one-half of which was in the state highway fund. Virginia built up a surplus of 
$75 million by 1946, of which $21 million was in the highway fund. Alabama, 
Florida, Tennessee each had surpluses of over $30 million. 


VI 


The current budget and appropriations in Alabama indicate that general and 
educational expenditures for the biennium 1948 and 1949 will be up some 50 per 
cent. For each of these years $38 million dollars is provided for a nine months’ 
school term. This appropriation doubled the amount of state funds supplied for 
public schools. The increase was contingent upon passage of an income tax 
amendment approved by the people in August. Public welfare expenditures are 
to be doubled also. 

In Arkansas school funds primarily for higher salary were increased over $7 
million a year for 1948 and 1949. Appropriations for highway construction were 
greatly increased. 

In a message to the legislature in April 1947, the Governor of Florida states 
that a special board charged with the responsibility of developing a program of 
public construction had allocated $23.4 million from the Building Fund for new 
building. Educational institutions are to receive the major part of this sum. 
The Governor reported a State Road Department budget for 1947 of $54 million 
and urged added support for education. 

In Georgia budget allotments for 1947 were up 23 per cent from 1946. The 
major increases were $10 million, or 50 per cent, for public education. Allot- 
ments were up $2.5 million for public health and $1 million for teacher retirement. 
Each of these was an increase of 100 per cent. The allotment for the office of 
Veterans Service was $670,000. 

The Governor of Kentucky, in his message of January 1946, laid aside the idea 
that states decide on expenditures and ¢hen go out and collect the revenues. He 
said, ‘‘We must first explore the available resources and then adjust the expendi- 
tures to be made for all purposes to those revenues.”” He considered it normal 
for departments to request greatly increased appropriations but, said he, ““We 
can only distribute fairly among the many deserving objectives the money that 
the people are able to supply.”” The 1947 budget recommendations were some 3 
per cent above 1946 plus additional sums for buildings. 

The regular session of the Louisiana legislature increased appropriations for the 
biennium 1947-48 by 10 per cent. An extraordinary session in 1947 added some 
$17 million, primarily for education, to make the total 20 per cent above that of 
the preceding biennium. In addition $22 million were appropriated for capital 
improvements, particularly hospitals and educational institutions. A total of 
$75 million is available for highways during the biennium. A bond issue is being 
used to raise part of the money for highways. 

The 1947-48 appropriations in Mississippi for ordinary expenses were up 30 
per cent from the preceding biennium. Among the largest increases were $3.5 
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million for public school support and a like amount for colleges and training 
schools, $1 million for old age assistance, and $2 million for health and hospitals. 
A special debt retirement figure of $21 million for 1945 and 1946 was eliminated 
and $34 million for highway construction, hospitals, and public building provided 
for 1947 and 1948. The last budget report submitted to the Governor recalled 
the depression of the 30’s with this pointed language: “We should not indulge the 
delusion that such conditions cannot return. They can and they will. That is 
inevitable. The only matter of doubt is the element of time.” 

In January 1947 the Governor of North Carolina submitted a budget for 1948 
and 1949 calling for a general fund expenditure one-third higher than for 1946 
and 1947. The recommendations included $10 million more a year for public 
schools and a 20 per cent salary increase for teachers and other state employees. 
Of the general fund surplus $30 million is to be set aside as a reserve against a 
possible general fund deficit in the postwar period and the remainder made 
available for permanent improvements, $29 million for educational institutions 
and $15 million for hospitals and correctional institutions. ‘The Governor recom- 
mended that the money be released for construction when the Governor and the 
Budget Commission “decide that a dollar’s worth of value can be had for each 
dollar spent.”” The budget recommendations were adopted. The highway 
program now under way calls for surfacing 3,000 miles of secondary roads a year 
for 10 years. 

Estimated expenditures in South Carolina for 1947 were 35 per cent above 
1946. The major increases were $14 million for highways, $5 million for educa- 
tion, and $3 million for public welfare. The 1948 appropriations are up about 
$5 million for schools and 20 per cent for assistance payments under public wel- 
fare. The budget recommendation for welfare was estimated at only 50 per cent 
of the needs, because of the limitations imposed by the available revenue. The 
Department of Public Welfare calculated the minimum monthly needs of an aged 
couple at $62. 

The significant development in Tennessee is the use of the revenues from the 
new sales tax available first in the fiscal year 1948. The first $20 million of the 
annual yield is to provide $14 million for schools and colleges, $2 million for public 
welfare, and $2.5 million for general aid to municipalities. A newspaper analysis 
on the basis of an unofficial estimated yield of $40 million shows $24 million for 
counties, $7 million for cities, and $9 million for the state. Whatever the actual 
yield, 70 per cent is earmarked for educational purposes and 10 per cent for pub- 
lic welfare. 

In Virginia general fund appropriations for the biennium 1947 and 1948, in- 
cluding funds made available at an extra session in January 1947, were in excess 
of those for the preceding two years by 50 per cent for education, 75 per cent for 
public health, and 25 per cent for public welfare. General fund surpluses have 
been used or set aside to eliminate the state debt, to provide $38 million for addi- 
tions and betterments for state institutions, and to meet an expected revenue 
shortage for the current biennium. 
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Vil 


This review of current budgets shows that state expenditures were up sharply 
in the fiscal year 1947 and are going higher in 1948. Education, highways, wel- 
fare, and health are the activities receiving the greater part of the additional 
funds. Most of the states have increased appropriations for public safety and 
for the conservation of natural resources. Special offices have been set up to 
handle veterans’ affairs but no bonuses have been paid. A large portion of the 
additional money for operation and aid is being used to pay higher wages and 
salaries to state employees. Obtaining and holding adequate personnel are 
serious problems. The postwar salary increases and the more substantial pro- 
visions for employee retirement are probably inadequate to offset the increased 
cost of living and higher levels of compensation for private employment. 

Heavy expenditures are being undertaken to repair and construct highways, 
and hospital and school buildings. Enrollment at colleges and the demands for 
hospital facilities are double those of the prewar years. Postwar construction in 
volume has been slow to get started because of material shortages and high costs. 
The states are moving cautiously, hoping to avoid heavy capital spending at or 
near the top of the postwar price cycle. On the other hand deferred maintenance 
and curtailment of construction during the war have created urgent situations. 

The annual surplus accumulations appear to have been curtailed sharply in 
1946. The surplus funds are not large in relation to state budgets and need for 
capital improvements but they have given an added measure of financial strength 
and confidence. A considerable part of the money is being set aside for capital 
improvements. The surplus funds offer the states an opportunity to avoid at 
least part of the expense and embarrassment of revenue deficits, year-end curtail- 
ment of activities, and short and long-time borrowing under unfavorable con- 
ditions. 

A wide range of expenditure policies and practices find expression in state 
budgets and budgetary comments. They range from warnings that state expend- 
itures must come down to strong support of improved and expanded govern- 
mental services. Reduced taxes are advocated to promote industry and higher 
incomes in one state, but in another better educational facilities and services are 
pointed to as the way to increase incomes and wealth. In one instance low 
prices are definitely predicted during the current fiscal year but in another high 
and rising prices are expected to continue for some time. Expenditure practices, 
however, do not vary as much as these comments might suggest. 
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THE DEVELOPMENT OF UNEMPLOYMENT 
INSURANCE IN THE SOUTH* 


WILLIAM R. CURTIS 


Administrative Standards Division, Bureau of Employment Security 
Washington, D. C. 


Although compulsory unemployment insurance had been the subject of dis- 
cussion in this country for many years prior to congressional consideration of 
the Social Security Act, the only tangible result was the passage by Wisconsin 
of an unemployment insurance law in January 1932. The Social Security Act 
was passed by the Congress on August 9, 1935, and was approved by the Presi- 
dent on August 14. All states had passed laws by the middle of 1937, less than 
two years later. The unemployment insurance provisions of this act and the 
state unemployment insurance laws were held constitutional by the Supreme 
Court of the United States in May 1937. 

Evidences of public interest in unemployment insurance prior to 1935, how- 
ever unproductive of results they were in other states, were largely absent in 
the South.! Its development in the South may, therefore, be said to begin with 
the passage of the Social Security Act. While unemployment insurance might 
have developed on a state-by-state basis eventually, the Social Security Act pro- 
duced results in the South which would have required many years to accomplish 
if the initiative had been left to state action. 

The Social Security Act imposed a uniform national pay-roll tax of 3 per cent 
on employers, with the provision that employers who paid an unemployment 
insurance tax to a state could offset the state tax against the national tax up to 
90 per cent of the federal levy. This offset device, of course, resulted in the 
passage of state laws. If the states had not acted, the entire proceeds of the pay- 
roll tax would have gone into the general fund of the United States Treasury. 

In order to remove all possible obstacles to state action, the Social Security 
Act provided that the cost of administering the unemployment insurance func- 
tions established by state law should be entirely financed by federal funds. The 
Congress appropriates funds to the federal Social Security Administration out 
of which grants are made to states for the administration of their laws. The 
states thus bear directly no part of the cost of administration. The source of 


* Any opinions expressed in this statement reflect the views of the author and not neces- 
sarily an official position of the Bureau of Employment Security. 

1 As used in this paper, the term “southern states’’ or ‘‘South”’ includes the states of 
Alabama, Arkansas, Florida, Georgia, Louisiana, Mississippi, North Carolina, South 
Carolina, Tennessee, Texas, and Virginia. The term “all other states’ includes the re- 
mainder of the 48 states, the District of Columbia, Alaska, and Hawaii. The term ‘‘United 
States” includes the 48 states, the District of Columbia, Alaska, and Hawaii. The terms 
“nation” and “country” are used interchangeably with ‘“‘United States.’ 

In this paper no consideration is given to public employment services or to the read- 
justment allowance program for veterans. 
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funds for congressional appropriation for grants to states, although not ear- 
marked, is generally considered to be that part of the federal unemployment tax 
collected by the federal government, which amounts to 0.3 per cent of the taxable 
wages paid by employers subject to it. 

Under the Social Security Act, the states have wide latitude as to what pro- 
visions to include in their unemployment insurance laws. The coverage of the 
federal law influences the coverage of state laws, but states are free to go beyond 
the coverage of the federal law.2 The states determine the benefits they will 
pay and largely determine the conditions under which they will pay them. They 
decide also the kind of administrative machinery they will use. This is not to 
say that the Social Security Act contains no requirements which state systems 
must meet and commits the federal government to no responsibilities in con- 
nection with unemployment insurance. It is to be emphasized, however, that 


the substance of the program in the states is largely a matter for state determina- 
tion. 


I 


The protection which an unemployment insurance program affords depends 
on the proportion of the working population covered by the law, the amount of 
benefits provided, and the conditions under which benefits are paid. For this 
reason changes in the laws in relation to changing economic conditions are 
significant. 

1. The coverage provisions in the laws of the southern states have followed 
the provisions in the federal law more closely than is true of other states generally. 
The federal unemployment tax applies to all employers who employ eight or 
more workers within 20 or more weeks in a calendar year in employment covered 
by the act. In the original act the employments covered included all services 
performed within the United States, except: (1) agriculture; (2) domestic ser- 
vice; (3) maritime service; (4) family service; (5) government service, either 
state or federal; and (6) service for certain nonprofit organizations. Railroad 
workers were also excluded when the Congress established a national railroad 
unemployment insurance system in 1939. 

No action was taken by the Congress to broaden the coverage originally 
provided until 1946. The Social Security amendments of that year extended 
the federal unemployment tax to maritime employers, and gave permission to the 
states to tax such employers. Generally speaking, state laws contain the same 
exclusions as the federal act, except for small firms. 

As originally passed, the southern laws applied to employers of eight or more, 
except in Arkansas, where the law applied to employers of one or more. In 
the other 40 states, 24 laws applied to employers of eight or more and 16 applied 
to smaller employers, nine of them to employers of one or more. At the present 
time, nine of the southern state laws still apply to employers of eight or more; 
one state, Louisiana, has extended its law to employers of four or more workers. 


2 Except for federal workers. 
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Thus, after more than a decade, only two of the southern state laws apply to 
smaller employers; by contrast, 27 of the remaining 40 state laws so apply. 

Because of the amendment to the federal act, most states now cover maritime 
employment. Of the southern states, only Mississippi does not. A few states 
have removed some of the other employment exclusions originally in their laws. 
Of the southern states, however, only one has done so. Tennessee has extended 
its law to nonprofit organizations and permits state agencies and political sub- 
divisions to elect coverage of their workers. 

The number of southern workers who have unemployment insurance protec- 
tion is now more than 50 per cent greater than when the laws were first passed— 
not because of coverage extension but because of higher level employment. In 
the nonsouthern states, too, the number of workers covered has increased—by 
almost 50 per cent—partially because of coverage expansion but largely because 
of higher level employment. 

The employment exclusions in the Social Security Act were initially justified 
largely on the basis of administrative difficulty. For most excluded groups 
this argument is no longer valid. The administrative feasibility of covering 
small employers has been demonstrated by 29 states. There is likewise ex- 
perience in covering the other excluded groups, either in this or other countries. 

The extension of coverage to employers of one or more workers would increase 
the South’s covered population by about 12 per ceat. Such an extension in all 
states would increase coverage by about 7 per cent. The smaller increase 
nationally is due largely to the number of states outside the South that have 
already extended their coverage to smaller employers. 

Because of the dominance of agriculture in the South, the agricultural exclusion 
is particularly important. That dominance explains, in large part, why less 
than one-third of the South’s labor force is protected, as compared with one- 
half in other states (see Table I). Moreover, because a relatively small pro- 
portion of the labor force is covered in the South, there is more shifting between 
covered and noncovered employment. This shifting, much of it to agricultural 
employment, results in loss of protection. 

It is recognized that extending protection to agricultural workers would 
present problems, but they are not insurmountable. In any event, if the unem- 
ployment insurance protection afforded the South’s labor force is to approach 
that afforded in the rest of the nation, coverage must be extended to agricultural 
workers. Even with such an extension, a smaller proportion of the South’s 
labor force would be protected than in other states. This is so because self- 
employed farmers comprise a larger part of the labor force in the South, and the 
self-employed are not now considered to be within the scope of the program. 

2. The benefit provisions in the original laws of the southern states were very 
similar to those in other states. All but two states—neither southern—originally 
provided a maximum weekly benefit amount of $15, and these two provided 
more. At the present time, only three states—all southern—retain their original 
maximum of $15—the lowest in the nation. Four southern states have increased 
their maximums to $18 and four to $20. Of the remaining 40 states, seven have 





TABLE I 
Summary Comparisons of Southern States with Nonsouthern States and the United States 
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1 Excludes armed forces overseas; estimated by Bureau of the Census; from Release 


P-25, No. 2. 
2 Excludes Alaska and Hawaii. 


3 From release of U. 8. Department of Agriculture, Bureau of Agricultural Economics, 


dated Aug. 1947. 


4 Estimated by the Bureau of Labor Statistics, based on preliminary Bureau of the 


Census official estimate of the U. S. total. 
5 Partially estimated. 


Source: Except as specified, Bureau of Employment Security, Social Security Adminis- 


tration, Federal Security Agency. 
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a maximum of $16-$18, 17 of $20, and 16 have a maximum of more than $20 
Eighty-five per cent of the nation’s covered workers are in states which provide a 
maximum of $20 or more; only 31 per cent of the South’s covered workers are 
in such states. One-half the nation’s covered workers are in states which pro- 
vide a maximum of more than $20; no southern state provides as high amaximum. 

Originally, the most frequent maximum duration of benefits found in the 
state laws was 16 weeks, and many provided less. Only three states had more 
than 16 weeks’ duration and these were not southern. Now the most frequent 
duration is 20 weeks. In the South, eight states have a maximum of less than 
20 weeks, and in three the maximum is 20 weeks. In the remaining 40 states, 
three have a maximum of less than 20 weeks, 20 have a maximum of 20 weeks, 
and 17 have a maximum of more than 20 weeks. Eighty-seven per cent of the 
country’s covered workers are in states with a maximum of 20 weeks or more; 
the comparable percentage in the South is 26. Sixty-four per cent of the coun- 
try’s covered workers are in states with a maximum of more than 20 weeks; no 
southern state has such a maximum. Five southern states, however, provide 
uniform duration for all eligible claimants; only 11 of the remaining 40 states 
make such provision. 

Maximum annual benefits perhaps give a better picture of benefit protection 
than do maximum weekly benefit amounts or maximum duration. In the coun- 
try as a whole, 86 per cent of the covered workers are in states which provide 
maximum annual benefits of $350 or more; in the South, the comparable per- 
centage is 26. In the country as a whole, 81 per cent of the covered workers are 
in states which provide maximum annual benefits of $396 or more; in the South 
the comparable percentage is 8. Sixty-one per cent of the nation’s covered 
workers are in states which provide maximum annual benefits of more than 
$480; no southern workers have such protection. 

Maximums, of course, do not tell the complete story about a benefit formula. 
Of more importance to beneficiaries who receive less than the maximum is the 
proportion of their prior wages which they receive in benefits. In general the 
benefit formulas in the southern states are devised to yield a weekly benefit 
amount based on a smaller fraction of prior earnings than in other states. 

In addition to the weekly benefit computed as a fraction or percentage of 
prior wages, five states provide a supplement in the form of an allowance for 
dependents. No southern state legis!ature has considered the payment of such 
an allowance. 

Waiting period requirements in the original southern laws were very similar to 
such requirements in the laws of other states. At the present time, however, the 
waiting periods of southern laws are longer than those of other states. Only 
five of the southern states restrict their waiting period to one week of total or 
partial unemployment, as do 30 of the remaining 40 states. About one-third 
of the South’s workers are in these five states; more than three-fourths of the 
nonsouthern workers are in the 30 states. 

3. All state laws contain conditions which an individual must meet before he 
is entitled to receive benefits. These conditions are usually referred to as “eli- 
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gibility conditions.” Generally the conditions for eligibility are: being unem- 
ployed; having sufficient qualifying wages; being able to work and available for 
work; registering for work; filing a claim for benefits; and serving a waiting 
period. Meeting these eligibility requirements does not necessarily mean that an 
individual will receive benefits, because, in addition, the circumstances surrounding 
his unemployment must not be disqualifying. Thus, a worker who is otherwise 
entitled to receive benefits may be disqualified from receiving them if (1) he left 
work voluntarily without good cause; (2) he had been discharged for misconduct 
connected with his work; (3) he has failed, without good cause, either to apply for 
or to accept available suitable work; or (4) his unemployment is due to a labor 
dispute. There are certain other miscellaneous grounds for disqualification in 
state laws, but those listed are the major ones. 

In most states disqualification takes the form of a postponement of the right 
to receive benefits; in others, it takes the form of both a postponement and a 
reduction of benefits, and, in still others, of a cancellation of benefit rights. 
Until about two years ago the trend in the states was to expand disqualification 
provisions. That trend now seems to have been arrested. 

Disqualification provisions in the original southern laws were generally similar 
to those found in other state laws. In common with other states, the southern 
states have expanded their disqualifications. Not only are southern provisions 
now more restrictive than the original laws, however; they are generally more 
restrictive than those in other state laws. Moreover, the proportion of claim- 
ants who are disqualified under them is twice as great in the South as in other 
states. This wide difference seems largely the result of differences in interpreta- 
tion of the legislative provisions, rather than in the provisions themselves, and 
may reflect to some extent that unemployment insurance has not yet won as 
complete public acceptance in the South as in the rest of the country. 


II 


In the South the average weekly benefit for total unemployment was $6.81 
in 1940. In all other states combined the average was $11.47. The average 
weekly benefit for total unemployment has increased since 1940, in the nation 
and in the southern states. The increase has resulted from liberalized benefit 
formulas, increases in wage rates, and from high level employment. In 1946 
the average was $14.58 in the southern states, and $18.92 in all other states. 
The increase from 1940 to 1946 was 114 per cent in the southern states and 65 
per cent in all other states. 

In 1940 there were 789,000 unemployment insurance beneficiaries in the 
southern states, and 4,431,000 in other states. With increasing employment, 
the number of beneficiaries declined rapidly after 1940, reaching a low in 1944. 
In 1944, beneficiaries in the southern states had declined to 55,000, in all other 
states, to 478,000. The proportion accounted for by the South declined from 


3 The number of first payments made to claimants is used here as an approximation to the 
number of unemployment insurance beneficiaries. 
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15 per cent in 1940 to 10 per cent in 1944. The end of the war in 1945 produced 
increases in that year and in 1946. In 1946, beneficiaries in the southern states 
numbered 453,000; in all other states, 4,015,000. As the claim load increased, 
however, the proportion accounted for by the South remained at 10 per cent. 

The largest number of beneficiaries in the history of the unemployment in- 
surance program was reached in the month of January 1946, when 1,642,000 
individuals received benefits. In only two of the southern states, Louisiana and 
Tennessee, was the high point reached in 1946. In Alabama, North Carolina, 
and Virginia, the high months were in 1938. In South Carolina and Texas the 
high month was March 1939. In the remaining southern states the high months 
were in 1940. 

For the country as a whole, the low month for beneficiaries was November 
1944, when 56,354 different individuals received benefits. Nine of the southern 
states reached their lowest point in 1944, two of them in November. One 
southern state, Louisiana, reached its low month in November 1943 and one, 
Tennessee, reached its low month in May 1945. 

Parenthetically, it may be pointed out that a comparison of the number of 
beneficiaries in the high and low months of the program gives some indication of 
the great swings in load which complicate the administration of unemployment 
insurance. The sum of the low months in the southern states is 5,260, and the 
sum of the high months is 263,409. The sum of the high months is thus 50 times 
the sum of the low months. This comparison, of course, is an exaggerated one, 
but it does indicate dramatically one of the problems in the administration of 
the program. 

From 1941 to 1944, the period for which beneficiaries in the southern states 
drew benefits declined slightly, from an average of 10 weeks in 1941 to 9 weeks 
in 1944. This decline corresponded to the trend in the duration experience of 
beneficiaries nationally. Failure of the average to decline more sharply with 
the high wartime level of employment was due to offsetting economic and legal 
factors, such as the increased potential benefit rights of claimants because of 
higher base period earnings, and a reduction in the statutory waiting period in 
some states. For the southern states, the average duration was a little higher 
than the national average during these years. 

The mass layoffs after VJ-Day are not fully reflected in the 1945 average 
duration figures for the southern states, nor did they have much effect on the 
average experience nationally. This was because the resulting sharp rises in 
claims loads came late in the year, so that while the number of beneficiaries rose 
very sharply the average number of weeks compensated during that calendar 
year was relatively small. 

The 1946 duration experience reflects the reconversion unemployment begun 
during the last few months of 1945. The average duration of benefits rose 
sharply in all states including the South, but the average for the South, in con- 
trast with prewar years, was less than the national average. This may be 
explained by the relatively smaller volume of insured unemployment and less 
liberal duration privisions in the South. 
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An important measure of the adequacy of the protection afforded by the un- 
employment insurance program is the proportion of beneficiaries who exhaust 
their benefit rights. While it may be expected that some claimants will exhaust 
their benefit rights in any period, the program should be adequate to compensate 
for most of the short-time unemployment experienced by covered workers in a 
good year. Although the trend in the proportion of beneficiaries in the southern 
states who exhausted their rights has followed the trend in the national average, 
it has been at a consistently higher level. In general, the exhaustion ratio in 
the great majority of these states individually has exceeded the national average 
in every year except 1940. The southern states had exhaustion ratios ranging 
from 32 to 66 per cent in 1942. This exhaustion experience in a year charac- 
terized by favorable economic conditions points to the inadequacy of the dura- 
tion provisions. 

It has already been pointed out that, both as regards maximum weekly benefits 
and the proportion of prior wages payable, the laws of the southern states are 
less liberal generally than those in other states. Moreover, since the passage 
of the laws, there have been fewer liberalizing amendments in the South than 
in other parts of the country. Nevertheless, in these respects the formulas in 
southern laws seem to be as well adjusted as the formulas in other state laws 
to the wage structure of the states to which they apply. Moreover, there seems 
to have been some improvement in this adjustment since 1940. In 1940 the 
average weekly benefit in the southern states amounted to 34 per cent of the 
average weekly wage. In all other states the average weekly benefit amounted 
to 41 per cent. Although benefit formulas in the southern states were not 
liberalized after 1940 as widely as were those in other state laws, the average 
weekly wage in the southern states increased somewhat more than those of other 
states. In 1946, as a consequence, the average weekly benefit in southern 
states amounted to 39 per cent of the average weekly wage; in other states the 
percentage was almost identical (see Table I). 

The maximum weekly benefit amount in southern state laws seems also to be 
better adjusted to wage structures than is true of other state laws. For the 
country as a whole, in 1946, 70 per cent of the benefits paid were at the maximum 
in the state law. In the southern states 58 per cent of the payments were at 
the maximum (see Table I). The range in the southern states was from 13 per 
cent in North Carolina to 76 per cent in Florida. North Carolina has a benefit 
formula which tends to depress weekly benefit amounts. 

Increases in maximums have, however, not at all kept pace with increases 
in average weekly wages or with cost of living. No southern state has increased 
its maximum by more than one-third. It is obvious that prices have increased 
by considerably more than this fraction. Wage increases will produce larger 
weekly benefits, so long as the maximum is not reached. The maximums in the 
laws of southern states, as well as in those of other states, are generally unrealistic 
today in terms of wages and prices. 

The relatively high exhaustion ratios in the South indicate that duration pro- 
visions are now inadequate for the needs of many unemployed workers. More- 
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over, the southern duration provisions have lagged far behind those in other 
states. These facts would indicate that duration might well be increased. 

Waiting periods in the South seem unduly long. The original arguments for 
longer waiting periods—need for conserving funds and for time to process claims 
—are not now valid. 


Ill 


Unemployment insurance is paid from funds collected as taxes imposed under 
the various state laws. The standard contribution rate for employers in most 
states, including all southern states, is now 2.7 per cent of wages paid for employ- 
ment. Nine states, including Alabama and Louisiana, originally required 
contributions from employees, and Alabama remains one of the two states in the 
country with such a requirement. 

Except in Mississippi, rates of contribution assigned individual employers 
in the southern states vary in accordance with their experience with unem- 
ployment risk. Such rate variation, called experience rating, is found in the 
laws of all other states. 

As a result of the operation of these experience rating systems, employers in 
the ten southern states with experience rating paid state contributions in 1946 
at average rates ranging from 0.7 per cent in Alabama to 2.0 per cent in Tennessee. 
In all states with experience rating the average rate was 1.3 per cent. 

From the beginning of the program to August 1947, $11.5 billion had been 
raised to finance the 51 state programs. Drains on the nation’s unemployment 
insurance reserves during the same period amounted to $4.3 billion. Thus, $7.2 
billion remained in reserve to finance future benefit loads. In the southern 
states, collections from the beginning of the program to August 1947 have 
amounted to $1.3 billion. Benefit payments during the same period have 
amounted to $400 million, thus leaving $900 million in reserves for future benefit 
payments (see Table I). 

Reserves of this magnitude were not contemplated when the unemployment 
insurance program was inaugurated. Employment incident to preparation for 
war and to war itself, of course, raised them to their present level. Postwar 
unemployment, although producing record benefit expenditures, caused only a 
small decline in reserves. That decline has now been offset and present reserves 
are the highest in history. 

In 1946, the year of largest benefit expenditures, reserves declined only slightly. 
During that year, for the nation as a whole, $1.20 was paid out in benefits for 
every dollar of collections. This ratio varied from 11 cents in Hawaii and New 
Mexico, which had little reconversion unemployment to $2.49 in Alabama. In 
the southern states the ratio varied from 26 cents in Mississippi to $2.49 in 
Alabama. Louisiana, where the ratio was $1.33, was the only other southern 
state where it was more than $1. In every southern state except Alabama the 
reserve is now greater than it was two years ago, just prior to the end of the war. 

The financial experience of the southern states and other states generally has 
proved the federal tax of 3 per cent to be too high. Under present law the only 
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way that unemployment insurance taxes can be reduced is through experience 
rating. Irrespective of what one may think of the device in an unemployment 
insurance system, it has served the useful purpose of reducing the income to the 
reserves. 

Estimates indicate that, over a 10-year cycle, a 2 per cent tax rate would be 
sufficient to finance benefits, even if unemployment were as high as 20 per cent. 
The federal tax might well, therefore, be reduced to 2 per cent. The federal act 
might also be amended so as to permit any system of rate reduction a state might 
choose, either by experience rating or horizontal reductions. 


IV 


Through the years, the unique method of federal financing of the administra- 
tive costs of the program has been a source of friction between state agencies and 
the Social Security Administration. In recent years, however, the friction has 
been reduced, through improved methods of allocating funds and through coop- 
erative action on problem areas between the states and the federal agency. 
Nevertheless, the method continues to be criticized. The federal agency asserts 
that it does not offer sufficient inducement for economy of state operations. 
The states object to the controls that attach to the method, and some of them 
believe that it does not provide sufficient funds for administration. On the other 
hand, other states believe that the present method is superior to any other 
suggested. 

Several proposals for change have been made. The one that has received 
most consideration recently, especially by states themselves, would substitute a 
100 per cent offset against the federal tax from the present 90 per cent offset. 
The states would thus collect the entire unemployment tax, and would use the 
proceeds to finance both benefits and administration. States would have com- 
plete responsibility for administrative financing; the federal government would 
be completely removed from this area of operation. 

Although such a proposal involves a great many considerations, two basic 
questions are: (1) Would the method provide adequate administrative funds in 
every state? and (2) Under it, could the national interest in unemployment in- 
surance be preserved? While no conclusive answer can be given to the first 
question at this time, undoubtedly, in many states, administrative funds would 
be no more adequate than now, and in some states they would probably be less 
adequate, if state appropriations for the administration of other social laws can be 
used as indicative. It is believed that this conclusion would be particularly true 
of the South. For example, in a recent year in one southern state federal grants 
totaling $884,000 were provided for unemployment insurance administration. 
The state’s legislature provided approximately 10 per cent of that amount for the 
administration of all other labor laws. Moreover, it is difficult to see how the 
national interest could be preserved without some federal financial participation. 
It would thus seem that, with the 100 per cent offset, the federal-state system 
would become in substance a purely state system. 
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Vv 


To summarize, beginning in September 1935, without evidence of prior signifi- 
cant public interest in unemployment insurance, the southern states all enacted 
unemployment insurance laws within less than two years. By January of 1939 
all these states were paying benefits to unemployed workers. 

Unemployment insurance in the South, more so than in many other states, was 
forced on state legislatures. Although the Social Security Act did not, in specific 
terms, require the states to enact unemployment insurance laws, it was intended 
to encourage them to do so, and its tax offset provisions might be described as 
compelling. Public understanding and acceptance have had to develop after the 
laws were enacted; the dominance of agriculture has been an obstacle to expan- 
sion; the drive for the acceptance and expansion of unemployment insurance, 
which elsewhere has been furnished by an articulate labor force, has been largely 
absent. 

In spite of any shortcomings that southern unemployment insurance programs 
may have, they have made an impressive record. Nearly 5 million workers now 
have unemployment insurance protection. Nearly $400 million have been paid 
in benefits. Every southern state has a reserve fund capable of meeting any 
foreseeable contingency. Laws have been liberalized, and the protection which 
they now afford is substantially superior to that afforded by the original laws. 

On the other side, less than one-third of the South’s labor force is covered by 
unemployment insurance, as compared with one-half in nonsouthern states. 
When a southern worker who is covered becomes unemployed, he is much more 
likely to be denied benefits than is his counterpart across the line. If benefits 
are allowed him, they will be determined in accordance with a benefit formula 
that is substantially less liberal than is usually found outside the South. His 
weekly payment will average some 30 to 40 per cent of his prior wages (as in other 
states), but no matter how high his prior wages, he cannot get more than $20 per 
week. He is more likely to exhaust his benefit rights before he gets another job 
than is a claimant in a nonsouthern state, not necessarily because suitable jobs 
are scarcer in the South, or because he wants a job less, but because the duration 
provisions in southern laws are less liberal. 

If the labor force in the South is to have unemployment insurance protection 
which approaches that provided the labor force in the rest of the country, the 
program must be extended in two directions: coverage must be broadened and 
benefits liberalized. These are matters with respect to which the states have 
complete freedom of action. 

Starting from about the same point the states generally have improved their 
unemployment insurance programs. Improvements in the South have lagged 
behind those in other states, and up to this point the gap has tended to widen. 
If the development of the program is left to the states, it is likely that the gap 
will continue until the slow process of industrialization reduced it. 
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The Social Security Act made provision for two major approaches to the prob- 
lem of old age security, (1) a federal system of compulsory contributory annuities 
(Old Ave and Survivors’ Insurance) and (2) noncontributory old age pensions 
(Old Age Assistance). The original terms of the act relating to compulsory 
annuities provided that (1) benefits were to be financed by a tax upon taxable 
pay rolls to be paid in equal amounts by employers and employees;! (2) coverage 
was limited primarily to wage and salaried workers in industry and commerce, 
excluding from coverage agricultural workers, the self-employed (including farm- 
ers, shopkeepers, and most professional people), employees of nonprofit organiza- 
tions, domestic workers, and others; (3) benefits were payable only to workers 
themselves, based upon their earned wage credits; (4) payment of benefits was 
not to begin until 1942; and (5) employers of one or more workers in the subject 
industries were liable for payment of the tax. 

In 1939 significant amendments were made to the act which provided for the 
payment of more adequate benefits during the early years of the system’s op- 
eration; advanced the beginning date for the payment of benefits to January 1, 
1940; and what is even more important, added dependents’ benefits and sur- 
vivors’ benefits so that monthly benefits were payable not only to workers them- 
selves but to the aged wife and young children of a living beneficiary, and to the 
widow, children, and in some cases, the dependent parents of an insured worker 
who dies. These changes in the benefit schedule were very significant for they 
shifted the emphasis from protection of the individual worker to protection for 
the family. Further, they emphasized social needs rather than strictly individual 
equity. 

Unfortunately these same amendments broadened the definition of agriculture 
in the original act and thus excluded from coverage the employment of about 
700,000 quasi-industrial workers engaged in cotton ginning, fruit and vegetable 
packing, operation of irrigation ditches, nurseries, greenhouses, fur farms and 
hatcheries, and in nonagricultural work on farms. 

Since 1939 no major changes have been made in the program with the possible 
exception of the amendments in 1946, one of which aided veterans in securing an 
insured status under the program. 

Viewing the Old Age and Survivors’ Insurance program as it stands today, it 


* The author is greatly indebted to Mr. Richard H. Lyle, regional director of the Social 
Security Administration, Atlanta, Georgia, for certain data included in this discussion. 

1 Congress has frozen the tax at 1 per cent each until 1950. For 1950 and 1951 it is 14 per 
cent, and 2 per cent for 1952 and thereafter. 
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must be admitted that it has already made a notable contribution to the economic 
security and stability of the nation. Called the largest permanent insurance 
system in the world by Commissioner Altmeyer of the Social Security Adminis- 
tration, this system had as of January 1, 1946, an estimated 41.3 million living 
workers insured. The cumulative total of account numbers issued amounted to 
83.8 million by the end of 1945. In January 1946 the cumulative amount of 
monthly benefits paid out exceeded $1 billion. Slightly more than 1.5 million 
persons were receiving monthly benefits on June 30, 1946. 

On the other hand, it is also true that this program has not yet attained the 
goals set for it by the Committee on Economic Security. In fact, it has certain 
outstanding defects which impair greatly the progress of the nation towards 
achievement of a reasonably adequate program of social security. These are (1) 
limitation of coverage, (2) inadequacy of benefits, (3) no provision for permanent 
total disability insurance, (4) certain administrative complexities. 

The most important of these and the one of chief concern in this discussion, 
is the limitation of coverage since even the benefits of the present system are 
denied those who cannot earn insured wage credits under this program. 

Under the present provisions of the Old Age and Survivors’ Insurance program, 
persons aged 65 or over who have qualified by working for certain periods in cov- 
ered employment may retire and receive monthly benefits. Likewise the work- 
er’s wife, if age 65 or over, and/or his dependent children under age 18 may also 
receive monthly benefits. Lump sum payments are provided under certain 
conditions. As pointed out previously, the payment of benefits such as these 
provide an assured basic income to aged workers, their families, and surviving 
dependents. Likewise the program is protecting millions of others against 
eventual risks of want in old age or at the death of the breadwinner. Obviously 
this program should be of special significance in agricultural and semiindustrial 
areas where incomes are low and the development of private insurance, mutual 
savings, and other voluntary programs, as well as relief agencies, are very limited 
compared with the extent of such programs in highly industrialized areas. Bene- 
fits received from social insurance may be the only source of income. 

This is not the case however. Because of the limitation of coverage, about 46 
per cent of all civilian jobs in January 1946 were excluded from coverage under 
the program. As indicated previously, major groups of workers excluded are 
agricultural workers, the self-employed, employees of nonprofit organizations and 
domestic service. The exclusion of these groups from coverage means that a 
majority of the workers in the agricultural, semiindustrialized and low income 
states of the Southern Region are denied the benefits and protection of this sys- 
tem while most of the workers in the highly industrialized and high income states 
of other regions are covered. The fact of the matter is, this limitation of cover- 
age amounts to a sharp discrimination against the southern states, forcing them 
(1) to make extraordinarily large increases in the number of their aged persons on 
the public assistance rolls, (2) to bear a relatively heavier financial burden than 
is the case with the higher income states, (3) to pay monthly amounts for old age 
assistance in some instances so low as to amount to little more than a pittance, 
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and (4) to deny old age assistance to many old people in need because of lack of 
funds. 

The 10 southern states of Virginia, North Carolina, South Carolina, Georgia, 
Florida, Alabama, Mississippi, Louisiana, Tennessee, and Kentucky with an esti- 
mated total population as of July 1, 1945, of 26.9 million or 20.4 per cent of the 
total population of the nation, had on April 1, 1946, an estimated 1.6 million 
persons 65 years of age and over. At the same time they had 108,050 aged bene- 


TABLE I 


Number of Recipients of Old Age Assistance and Rate per 1000 Persons Aged 65 
and Over 


December 1941, June 1946, and July 1947 
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NO. OF RECIPI- | .2Pe_ NO. oF: pon aa. nO. OF: —_ a. 

ENTS SAND ENTS SAND ENTS SAND 

hte BiAtes. ...6...cceccccee 2, 237, 386 | 217 | 2,105,353 | 205 | 2,279,507 | 222 
Ten Southern States.......... 357 , 952 | 225 373, 734 235 453 , 589 284 
=e 20,254 | 115 14,928 | 85 16,009 | 91 
No. Carolina. .............. 39,076 | 217 32,916 | 183 39,478 | 219 
So. Carolima. ............04% 19,659 | 209 23,402 | 249 30,176 | 321 
eee errr 57,359 | 320 69,739 | 390 76,911 | 430 
DN ado ay Sacaisesiose nvwied 38,742 | 255 45,902 | 302 53,456 | 352 
Alabama. .................. 20,748 | 133 36,686 | 235 53,019 | 340 
Mississippi. ................ 27,695 | 216 27,540 | 215 39,035 | 305 
Louisiana.................. 35,740 | 265 37,957 | 281 50,041 | 370 
Tennessee.................. 38,755 203 38,424 201 47,644 249 
Kentucky. ............0000- 59,924 | 291 44,240 | 215 47,820 | 232 
Eight Northern States........ 252, 687 113 318, 324 143 260, 128 117 
Connecticut................ 17,785 | 120 14,689 99 15,095 | 102 
New Hampshire............ 7,237 115 6,588 104 6,773 107 
Massachusetts.............. 87,825 | 214 79,599 194 85,184 | 208 
i re 7,460 | 206 7,568 | 210 8,457 | 235 
Lh a re 121,722 113 174,162 | 161 108,454 | 100 
New Jersey................. 30,888 93 22,985 69 23, 132 70 
Maryland.................. 17,368 127 11,546 84 11,821 86 
EE « wacncdicenaudan cured 2,462 108 1,187 52 1,212 53 








Source: Social Security Administration, Social Security Yearbook, 1941; Selected Data 
on Public Assistance, Social Security Bulletin, Sept. 1947. 


ficiaries on OASI rolls, or 68 per 1000 population 65 years and over. For the 
same period there were 10.3 million persons in the United States 65 years of age 
and over, with 1.07 million aged beneficiaries on the OASI rolls, or a rate of 104 
per 1000 population 65 years of age and over. Let me emphasize those figures— 
68 per thousand population 65 years of age and over for the 10 southern states 
compared with 104 per thousand population aged 65 and over for the country as a 
whole. 
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The 10 southern states varied in their beneficiary rates from a low of 34 per 
1000 for a highly agricultural state like Mississippi to 113 per thousand for Florida 
which is, of course, an old-age haven. No southern state except Florida exceeded 
75 per thousand. Compare these figures with similar ones for highly industrial- 
ized states such as Connecticut, 168 per thousand; Massachusetts, 140 per thou- 
sand; New York, 137 per thousand; New Jersey, 144 per thousand; or Rhode 
Island, 197 per thousand.? 


TABLE II 


Aged Population and Aged Beneficiaries Old Age and Survivors’ Insurance 
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I sos ve Ree es een 22,700 3,052 134 








Source: Social Security Administration, Selected Population and OASI Beneficiary Data. 


Another measure of the disparity of coverage is shown by data indicating the 
percentage of the employed labor force in employments not covered by OASI. 
As indicated previously, 46 per cent of the civilian jobs of the country were not 
covered by OASI as of January 1946. But when we examine the proportions 
with respect to the southern states, we find no state with a percentage this low. 
The percentages vary from a low of 55 per cent in the relatively highly industrial- 
ized state of North Carolina to a high of 77.7 per cent in the case of Mississippi. 
On the other hand for the highly industrialized states the percentages run: Mas- 


2 See Table II. 
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sachusetts, 29.1; New York, 33.4; New Jersey, 29.4; Rhode Island, 27; and 
Connecticut, 27.1. 

It is important to note further that while the 10 southern states had 14.5 per 
cent of the total number of workers in employments covered by OASI in 1944, 
they had only 10.10 per cent of the total number of the aged beneficiaries on 
OAST rolls. This reflects, in part, the younger median age of the southern popu- 


TABLE III 


Average Monthly Payment per Recipient of Old Age Assistance and Average Benefit in 
Force for OASI Aged Beneficiaries, June 1946 
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Influencing the Relative Number of Aged Beneficiaries under Old Age and Survivors’ Insurance 
and of Old-Age Assistance Recipients in the States, Table I, July 1947. 


lation, but again, and to a much greater extent, the fact that in these states 
covered employment constitutes a much smaller proportion of total employment, 
consequently relatively fewer covered workers will be entitled to benefits because 
of shifts from covered to noncovered employments and subsequent loss of wage 
credits. 

In this connection, it is in point to consider the impact of war production em- 
ployment upon OASI coverage.* Figures for the number of workers covered by 


3 See Table IV. 
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OASI show that there was an increase for the country as a whole from 35.4 million 
in 1940 to 46.3 million in 1944, or 30.8 per cent. For the 10 southern states simi- 
lar data showed an increase from 5.09 million in 1940 to 6.7 million in 1944 or 32.1 
per cent. More recent figures would show some decline in these figures. This 
decline would probably be more significant in the southern states where large 
numbers of workers left the farms to work in war production plants covered by 
OASI. Since VJ-Day many of them have returned to the farms and to noncov- 
ered employment, which means that eventually many of them will lose the wage 
credits earned in industry during the war. 

Summarizing these data, we may say that generally, whereas about 54 per cent 
of the employed labor force in the country is protected by OASI, the proportions 
in the 10 southern states range from about 22 per cent for Mississippi to slightly 
less than 50 per cent for the leading states of Virginia and North Carolina. 
These figures should be compared with the highly industrialized states in the East 
and Middle West where the proportions are about three-fourths. 

It is obvious therefore that a large number of workers in the South are unable 
to earn any benefit rights under this program. In addition, the limitations on 
coverage reduce the size of the benefits paid to those who do qualify. Benefit 
rights under Old Age and Survivors’ Insurance depend not only upon having 
earnings in covered industry but also on the amount and continuity of such earn- 
ings. For example, if a worker spends part of each year working on a farm and 
part in a job covered by OASI, his earnings on the farm will not be counted, of 
course, in determining whether or not he or his survivors can be entitled to 
benefits, or the size of any benefit for which he does qualify. Where opportuni- 
ties for covered employment are as restricted as they are in the South, the shifts 
of workers between covered and noncovered jobs seriously affect their chance of 
building up substantial benefit rights. 

Of course the OASI program is still in its early years. An increasing number 
of beneficiaries may be expected each year as workers currently insured reach 65 
years of age and qualify for benefits. In fact the trend in this direction is already 
apparent. Benefits have now been paid for nearly seven years. In 1940, for the 
United States, the recipients of OASI benefits comprised only 10 per cent of the 
total number of recipients of both OASI benefits and Old Age Assistance pay- 
ments. For the same year, all but two (Virginia and Alabama) of the 10 southern 
states had percentages varying from 7 to 5. Much higher proportions were re- 
corded for the highly industrialized states: New York, 22 per cent; Rhode Island, 
22 per cent; Connecticut, 24 per cent; New Jersey, 23 per cent. By 1945, the 
number of recipients of OASI for the nation comprised 51 per cent of the total 
number of recipients of the two programs. The proportions in the highly indus- 
trialized states were much higher: New York, 59 per cent; Rhode Island, 62 per 
cent; Connecticut, 63 per cent; New Jersey, 68 per cent. Nine of the 10 southern 
states on the other hand had percentages varying from a low of 14 per cent for 
Mississippi to a high of 27 per cent for Florida and North Carolina. Virginia 
with a percentage of 47 is the only southern state near the national percentage of 
51. Two factors will explain the relatively small increase in the southern states 
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in the proportion of the total recipients of both programs who received OASI 
benefits; both of which stem from the limitation of coverage. One is the slow 
increase in the number of OASI beneficiaries, the other is the rapid increase in the 
number of recipients of Old Age Assistance. 

This latter item is one which has great bearing upon the whole problem of old 
age security in the South. It will be recalled that the basic principle of the two 
programs of Old Age Security was that Old Age Assistance was provided to take 
care of those already in the dependent aged group who, of course, would have no 
opportunity to build up wage credits entitling them to retirement annuities. It 
was looked upon as a necessary part of the whole program, but that it should 
occupy an increasingly minor or supplementary role as the years passed by and 
the primary program, OASI, came into full development.‘ 

It was emphasized that this was a most desirable development, for under 
OASI (a compulsory contributory annuity program) the beneficiary claimed 
his benefits as a matter of right—not as a result of his proving his need through 
a “means” test. The implication here was that OASI was much more in accord 
with the American tradition in that it enabled the beneficiary to maintain his 
dignity and self-respect in a manner not possible under Old Age Assistance. 
Furthermore, its expansion would reduce greatly the cost of the Old Age Assist- 
tance program, although the latter would be expected to continue as a supple- 
ment to the other program; for some people, for one reason or another, would 
fail even with more complete coverage of OASI to earn substantial benefit 
rights. 

When we examine the record in the southern states in this respect, we find, 
contrary to the trend of the country as a whole, an extraordinary, yes, alarming 
increase in the public assistance rolls, so much so, that some students of the 
problem believe we are pauperizing our old people when we could just as well 
extend to most of them the protection of the insurance principle involved in 
OASI. 

And that is not the whole story. The extraordinary increases in the Old Age 
Assistance rolls have forced the southern states, with their relatively low income 
base, to contribute much larger proportions relatively of such income for the 
support of their aged dependents than is the case with the richer industrial states. 
The latter, ironically enough, do not have to contribute such high rates, due in 
part at least to the fact that a much larger proportion of their aged population 
is qualifying as beneficiaries under OASI. 

Then too, because the southern states are confronted with sharply increasing 
numbers on the Old Age Assistance rolls and with limited incomes, they are un- 
able to provide the amounts per recipient for matching purposes to assure 
monthly payments which will provide even minimum subsistence. In fact, in 
many states, the payments do not amount to much more than “‘pittance money.” 
And this in spite of the fact that the federal government liberalized somewhat the 
amounts it would allow for this purpose under the amerdments of 1946. The 


4 See Report of Committee on Economic Security, pp. 25, 26. 
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southern states simply do not have the money to take full advantage of the poten- 
tial amounts available from federal sources. 

Let us consider briefly the statistical record in respect to this whole problem. 
First, the data with respect to the increases in the recipients of Old Age Assist- 
ance. In December 1941 for the United States as a whole 217 per 1000 persons 
aged 65 years and over were recipients of Old Age Assistance. The rate for the 
10 southern states was 225 per thousand, varying from 115 per thousand in 
Virginia to 320 per thousand for Georgia. Four of the 10 southern states had 
rates considerably in excess of the United States rate. These rates should be 
compared with those of more highly industrialized states such as Connecticut, 
120; New York, 113; New Jersey, 93; Massachusetts, 214; and Rhode Island, 
206. In June 1946, the United States rate was 205 per thousand, whereas the 
South had a rate of 235 per thousand. Five of the southern states, Virginia, 
North Carolina, Mississippi, Tennessee, and Kentucky, showed declines in their 
rates, while the five others, South Carolina, Alabama, Georgia, Florida, and 
Louisiana, had increases, those of Georgia and Alabama being very large. Be- 
tween June 1946 and July 1947, the rate for the country as a whole increased from 
205 to 222 per thousand, while for the South it increased fron 235 to 284 per 
thousand. 

An examination of the state-by-state increases shows that all of the southern 
states except Virginia had phenomenal increases, whereas the highly industrial- 
ized states with the exception of Rhode Island had either declines in their rates or 
only nominal increases. If we compare the rate for the United States as a whole 
for the two months December 1941 and July 1947 we find only a nominal increase, 
namely, from 217 to 222 per thousand. The actual number of recipients in- 
creased only 42,000. On the other hand, the rate for the 10 southern states 
increased for the same two months from 225 per thousand to 284 per thousand. 
The actual increase was 95,000, over twice that of the country as a whole. This 
simply shows the disproportionate increase in the southern states, at the same 
time that many states in other sections showed declines, some of them consider- 
able. As compared with the rate of 222 per thousand for the country as a whole 
(July 1947), six southern states had a rate over 300 per thousand; Georgia leading 
with a rate of 430; then Louisiana, 370; Florida, 352; Alabama, 340; South Caro- 
lina, 321; Mississippi, 305. Think of it, Georgia is rapidly nearing the point 
where half of her people 65 years of age and over will be recipients of Old Age 
Assistance! Note again how these figures contrast with more highly industrial- 
ized states: Connecticut, 102; Rhode Island, 235; New York, 100; New Jersey, 
70; Massachusetts, 208. 

These data show clearly that while the number of recipients of Old Age As- 
sistance is increasing rapidly in the southern states, it is rising very slowly for the 
country as a whole, and is practically stationary or even declining in the highly 
industrialized areas. 

This rapid rise in the OAA recipient rate is reflected also in the amounts spent 
by the federal government for OAA grants. In 1941 total expenditures for this 

5 See Table I. 
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category were $542.3 million; for 1945 they were $726.4 million, an increase of 
33.9 per cent. On the other hand, the expenditures for the 10 southern states 
increased 68.9 per cent. In fact, three states, Alabama, Florida, and South 
Carolina had increases exceeding 100 per cent; Georgia and Mississippi also had 
high rank in this respect with an increase of 84 per cent and 82.1 per cent re- 
spectively. 

Comparison of the OASI beneficiary rate per 1000 persons 65 years of age 
and over with the recipient rate for OAA shows clearly that in the highly indus- 
trialized states the beneficiary rate is increasing rapidly, while the increase in the 
recipient rate is very slow and is even declining in some states. On the other 
hand in the southern states, where the beneficiary rate is much smaller than the 
recipient rate, the latter is increasing very rapidly. Hence it seems clear that 
the OASI program is developing its major role in the richer industrial states, 
whereas the poorer agricultural or semiindustrial states of the South must rely 
on OAA. 

It is significant in this connection to compare OASI beneficiary and OAA 
recipient rates with per capita income by states. Cross tabulations of per capita 
income with OASI beneficiary rate show the higher the per capita income of a 
state the greater the number of beneficiaries of OASI. On the other hand, the 
lower the per capita income of a state the larger is the number of recipients of 
OAA. 

Because the southern states are required to maintain a much higher proportion 
of their aged population on the OAA rolls than the industrialized areas of the 
country, they are forced to bear relatively higher financial burdens. Further, 
with relatively larger numbers of recipients and relatively limited and low tax 
incomes, it is no wonder that the monthly amounts paid recipients are much lower 
than in other sections of the country.’ For example, the average monthly pay- 
ment per recipient of Old Age Assistance for June 1946 for the United States was 
$31.48. In eight of the southern states the average was less than $20.00, in three 
less than $15.00—North Carolina, $13.94; Georgia, $13.00; and Kentucky, 
$11.79. Compare these figures with those for Connecticut, $40.93; Massachu- 
setts, $46.83; New York, $37.60; Rhode Island, $35.49; and New Jersey, $33.30. 

Another view of the way in which the South is placed at a disadvantage in this 
connection is presented when we examine the amounts spent by the federal gov- 
ernment on OAA, per inhabitant. For the fiscal year 1945-1946, the amount 
expended per inhabitant for the United States was $5.97. Seven southern states 
received less than $3. per inhabitant which might be compared with similar 
figures for Massachusetts, $10.08; New Hampshire, $5.37; New York, $3.76; 
Rhode Island, $4.41; Connecticut, $3.73. 

Finally it should be pointed out that many aged dependents in the South who 
are certainly eligible for OAA assistance so far as ‘‘need”’ is concerned, are unable 
to secure it because of limitation of funds. 

There should be no question as to what should be done about this situation. 


6 See Table I and II. 
7 See Chart I. 


_— 


OLD AGE AND SURVIVORS’ INSURANCE IN THE SOUTH 63 


° $10 $20 $30 $40 sso 





Totar 


Pe eeeeeescessesesssesesesessesesees 


WASH. 
Cauir. 
Mass. 
Cone. 
Conn. 
ALASKA 
wro. 
UTAH 
Artz. 
NEV. 
Ores. 


N.Y. 


Onta. 
R. te. 
N. Dan. 
tue. 
towa 


Mich. 





See essecessevessesesseessessseseesseees 
MINN, le eeeeeoecceccesesecesecesesesseesesees 
toano 
Mont, 
NEBR, 


Quio 
N. MEX, 





tee eeercesecececesesesecesesecees 
Kans. tee cececececssesecessceceeeeecesees 
MAINE 
Wis. 
Fua. 
Mb. 

S. Dan. 
mo. 
Imo, 
Hawats 
Texas 
vt. 


La. 





w. Va. teeeeeeeseccesees 


seceececcecesesees 


FEDERAL 
ES] STATE ano Locat 





@. 6. vevsestsesseeees 
Ga. Weeseteeueees 


KY. seeessceesee 

















Cuart 1. AVERAGE Montuiy O_p AGE PAYMENT PER RECIPIENT BY STATE AND 
Source or Funps, DECEMBER 1945 
Source: Social Security Board: Annual Report of the Federal Security Agency, 1946 


The coverage of Old Age and Survivors’ Insurance should be extended as soon 
as possible to the principal groups of workers now excluded from the program, 
namely, agricultural workers, self-employed, domestic service, and employees of 
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nonprofit organizations. The coverage of agricultural workers and self-em- 
ployed would be of particular significance to the South as both make up a ver 
large segment of the labor force. Furthermore, their earnings are among the 
lowest of any occupational group. During the war, many of them left the farm 
to work in war industries where they paid taxes for OASI. With the closing 
down of war plants they returned to the farms. A large number of them will 
never receive any benefits from the taxes they paid because they did not work 
long enough in covered employment; others will receive greatly reduced benefits 
because such benefits will have to be based only upon a part of their earnings. 
The importance of the self-employed group in the South is not generally recog- 
nized. Administrators of employment security know very well that the southern 
states rank first in the country in the amount of Servicemen’s Readjustment Al- 
lowances paid out under the self-employed benefits plan. Most of these pay- 
ments go to small farm operators. 

Of course there are those who will say that it is impractical to extend coverage 
to agricultural employments, the self-employed, and other excluded groups be- 
cause of administrative difficulties. This argument is no longer tenable. The 
Social Security Administration has pointed out repeatedly that there are no 
problems of administration which are impossible of solution in this connection. 
In fact, one cannot help but wonder why this necessary reform of the Old Age 
Security Program in this country has been so long delayed. 

The Social Security Administration has emphasized for several years the need 
for this expansion of coverage. Mr. Arthur Altmeyer, the present commissioner 
of the Social Security Administration, has stated repeatedly to congressional 
committees and in numerous articles that this expansion of the OASI is overdue. 
In March 1945 the Congress appropriated $50,000 to be expended “‘in obtaining 
information with respect to the need for the amendment and expansion of the 
Social Security Act with particular reference to Old Age and Survivors’ Insurance 
and the problems of coverage, benefits, and taxes related thereto.” The study 
was under the direction of the House Ways and Means Committee, which em- 
ployed a technical staff to compile data. This staff presented its report to the 
committee in January 1946. It recommended immediate expansion of OASI to 
cover the excluded groups, stating: “It seems inevitable that availability of 
OASI benefits must be all-inclusive if the nation’s social benefit objectives are to 
be attained.” 

The President of the United States has recommended several times in his mes- 
sages to Congress that this extension of coverage be effected. More recently it 
may be noted that the Senate has created an Advisory Council under the leader- 
ship of Mr. Stettinius to study this problem. It is to be hoped that this group 
will make a thorough review of the studies and recommendations which have been 
made concerning this problem to the end that positive steps may be taken by 
Congress to overcome this glaring defect in our Social Security program. Ac- 
tion is urgently needed so that old age security in the United States may attain 
the ideals set for it by the Committee on Economic Security and by the many 
leaders and authorities in this field. 


OLD AGE AND SURVIVORS’ INSURANCE IN THE SOUTH 65 


This is not to imply that the public assistance program for aged dependents 
should be abolished. Quite the contrary, it will have to be continued for a long 
time to come. Moreover, since it may have to be the principal support of the 
aged dependent population in the South for another decade or more because of 
the delay in extending the coverage of OASI, steps should be taken immediately 
to provide increased federal funds to the southern states so that they can increase 
their monthly payments to recipients and, further, so that all eligible aged de- 
pendents in this area may receive this help. 

Reference has been made previously to the very small amounts paid monthly by 
most of the southern states. Small as they are, these benefits already constitute 


TABLE IV 
Workers in Employment Covered by Old Age and Survivors’ Insurance, 1940, 1943, and 1944 
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a serious financial burden. The present matching provisions, although liberal- 
ized somewhat by the 1946 amendments to the Social Security Act, still make 
it impossible for the poorer, low income states to qualify for funds sufficient to 
pay reasonably adequate benefits. Then, too, the pressure for OAA payments 
will certainly increase in the next few years in this region. Consideration might 
well be given to a program of variable grants whereby the federal government 
would extend grants to the states upon the basis of their respective per capita 
incomes, i.e., the lower the per capita income, the greater would be the amount 
of the grant. It is only under some such provision as this that the southern states 


8 Public Law No. 379 continues until June 30, 1950, the temporary increase in federal 
grants to the states for the needy aged and blind and for dependent children, provided 
through December 1947 under the 1946 amendments to the Social Security Act. 
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can hope to provide reasonably adequate benefits under the OAA program.® 
But while this program should be strengthened immediately, it should in the long 
run have a supplementary or secondary role in the South as in other sections of 
the country. This can only be accomplished by an extension of the coverage 
of the OASI as outlined above. 

Finally it should not be inferred that OASI will be an adequate program once 
coverage is extended. The benefit structure certainly needs a radical revision 
upwards in the light of the increase in the cost of living. The present minimum 
payment of $10 a month should be increased to at least $20 monthly. The pres- 
ent maximum of $85 a month might well be increased to $125. The present 
formula of counting only the first $3000 of wages earned in a year for benefit pur- 
poses should be relaxed so as to include all wages up to say $4000. This would 
permit larger monthly payments to workers with higher skills whose earnings fall 
in the higher brackets. Then, too, the present provision that benefits will not be 
paid for any month in which the beneficiary earns at least $15 should be revised in 
the light of the increases in wages and prices to at least $30. Further, under 
existing provisions the age of eligibility for women is the same as men, namely 65. 
This should be lowered to 60 inasmuch as wives are, on the average, about five 
years younger than their husbands. This revision would permit wives to receive 
supplementary benefits at about the time their husbands retire. Likewise 
women workers and widows should also be eligible for benefits at age 60. 

Another feature of the benefit formula which deserves attention relates to the 
method for computing benefits, which is based on wages averaged for all 
months since 1936. If a worker does not earn wages in certain months of his 
base period, his average monthly wage is reduced of course, in some cases exces- 
sively. This is especially significant in the earlier years of the program when the 
whole period of coverage is short. In fact, if coverage is extended to the groups 
now excluded, it would be necessary to modify the formula so as to reduce the 
disadvantage which these new groups of workers would suffer otherwise. 

The fact of the matter is, the whole benefit structure is very inadequate in 
terms of present-day living costs. It is noteworthy that in many instance re- 
cipients of OAA are actually paid considerably more monthly than beneficiaries 
under OASI."° In fact, OASI beneficiaries have frequently had to apply for 
OAA payments in order to supplement the benefits they receive under the annu- 
ity program. It would seem obvious that a system of old age benefits to which 
the worker and his employer had contributed should provide payments on the 
average more nearly on a par with those made under a noncontributory system. 
Finally much more study and consideration should be given to the question of 
developing permanent disability insurance as a feature of the OASI program. 

* This has been proposed by the Social Security Administration. See Annual Report of 


the Federal Security Agency, Section 6, Social Security Board, 1946, pp. 496, 497. 
10 See Table ITI. 


THE LABOR-MANAGEMENT RELATIONS ACT of 1947: 
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Seldom has any single piece of legislation passed by the Congress created as 
much criticism and (from some points of view) misunderstanding as has the 
Labor-Management Relations Act of 1947, passed June 23, 1947, over the Presi- 
dent’s veto of June 20, 1947. 

For functional purposes the act is divided into five titles, each of which is 
devoted to a major topic. Title I amends the National Labor Relations Act of 
1935, and for all practical purposes completely erases this law from the statute 
books. It is in this title that one is able to find the rights of employees, unfair 
labor practices for both unions and employers, and the procedure to be followed 
to prevent and correct unfair labor practices through the offices of the National 
Labor Relations Board. Title II sets up a Federal Meditation and Conciliation 
Service as an independent government agency and transfers to it “‘all mediation 
and conciliation functions of the Secretary of Labor or the United States Concilia- 
tion Service.” This service is under the supervision of a director, who is ap- 
pointed by the President with the advice and consent of the Senate. The direc- 
tor and the service are not “subject in any way to the jurisdiction or authority 
of the Secretary of Labor or any official or division of the Department of Labor.” 
An outline of the functions of the service and the provisions for dealing with 
“national emergency strikes” close this title. Title III contains stipulations 
which sharply modify or condition the rights of labor organizations to engage in 
strikes. Title IV creates a Joint Congressional Committee to study “basic 
problems affecting friendly labor relations and productivity,”’ and Title V closes 
the act with definitions of terms and a standard separability clause. 

The act sets out to “prescribe the legitimate rights of both employees and em- 
ployers’’ and Title I, devoted exclusively to amending the 1935 National Labor 
Relations Act, contains the fundamental declaration of government labor policy. 
The policy of the 1947 act rests on the explicit assumptions that “Industrial 
strife...can be avoided ...if employers, employees and labor organizations 
each recognize under law one another’s legitimate rights in their relations with 
each other and above all recognize under law that neither party has any right 
in its relations with any other to engage in acts or practices which jeopardize the 
public health, safety, or interest.”” So, in order to give legal expression to means 
of avoiding industrial unrest, the act states specifically that it is the purpose and 
policy of the act, in order to minimize industrial unrest, to “prescribe the legiti- 
mate rights of both employees and employers, . . . to provide orderly and peaceful 


1 Unless otherwise indicated, all quotations are directly from the Labor-Management 
Relations Act of 1947. 
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procedures for preventing the interference by either with the legitimate rights of 
the other, to protect the rights of individual employees in their relations with 
labor organizations, . . . to define and prescribe practices on the part of labor and 
management which ...are inimical to the general welfare, and to protect the 
rights of the public in connection with labor disputes. ...’’ Therefore, the topi- 
cal digest which this article seeks falls into five main parts: (1) the rights of 
employees as individuals; (2) the rights and responsibilities of employees when 
they are collectively organized as a labor union; (3) the rights and responsibilities 
of management in dealing with individuals as employees and as individuals col- 
lectively organized as labor unions; (4) the rights and “protection” which the act 
seeks to provide for the public; and (5) the responsibility of the government in 
protecting these rights and in administering the act. Each of these is considered 
in turn. 


I 


While the 1935 National Labor Relations Act sought to give employees the 
right to organize themselves and to bargain through representatives of their own 
choosing, it was silent on whether employees have any right to refrain from join- 
ing a labor organization if membership in a labor organization is a prerequisite to 
employment. The 1947 act changes this by giving employees the right not only 
to organize and form labor organizations, but also ‘“‘to refrain from any or all of 
such activities except to the extent that such rights may be affected by an agree- 
ment requiring membership in a labor organization as a condition of employ- 
ment.’’ Thus, by giving individuals the right to refrain from joining a labor 
union as a condition of employment, the act effectively blocks the closed shop. 

However, the 1947 act does by implication permit a union shop, with mainte- 
nance of membership provision, to be written into union contracts. Such a 
union shop clause in a labor-management contract requires that individuals as 
members of the union must pay their membership fees and dues and otherwise 
keep themselves in good standing in the union for the life of the contract. In this 
connection employees may request and employers may grant requests to deduct 
union dues from the weekly or monthly earnings of the employee. This is sub- 
stantially the same as the ruling which was in effect in the 1935 act, the only 
difference is that once a request or authorization is made by an employee to 
deduct periodic dues from his earnings, he may not rescind the authority until 
the contract has expired, or 12 months have expired, whichever occurs sooner. 
It should be emphasized, however, that one need not join the union to secure 
employment; the only requirement is that once one signifies an intention to join 
and does in fact do so, he maintains himself in good financial standing for the life 
of the contract if there is a union shop clause therein. Furthermore, such an 
agreement can become effective only 30 days after employment and after the 
National Labor Relations Board has certified that following the most recent elec- 
tion held by the board, at least a majority of those eligible to vote authorized such 
a clause in the contract. It is significant that the act stresses eligibility rather 
than actual voting participation in determining such a majority. In addition, 
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the board is directed to hold elections on the petition of 30 per cent of employees 
in a unit either to rescind an already existing union shop agreement or to vote to 
put one into effect. However, only one such election can be held in any 12- 
month period. 

In addition to these provisions, employees are given the right to engage in 
activities in behalf of any union, even a union which does not have a collective 
agreement with an employer. Many unions have in their bylaws or constitu- 
tions provisions which prohibit any member from engaging in activities in behalf 
of another union. This involves the concept of dual unionism and is covered in 
Section 8 (b) 2. This section of the act makes unfair any effort of a union to 
cause or attempt to cause an employer to discriminate against an employee for 
such activities, and if the union is found guilty of such practices, it is subject to 
suit for the payment of back wages for the employee concerned. This provision, 
combined with the previous immunities, means that a union may not expel a 
member and seek his discharge except where a union shop has been agreed upon 
and the employee has failed to pay the standard initiation fees and dues. Fur- 
thermore, the employee is protected against possible discrimination in the form 
of excessive dues and membership fees by provisions which make requiring un- 
reasonable fees from members an unfair union labor practice. The test of reason- 
ableness in this matter is left to the discretion of the board. 

A previous ruling of the board had stated that a strike in defiance of a directive 
of the board was an unfair labor practice. Prior to the 1947 act, however, this 
ruling had no meaning, for the board was powerless to enforce its directive. 
Under this earlier ruling the employee could be forced, under threat of expulsion 
from the union and possible loss of employment rights, to honor all picket lines. 
The 1947 act moulds into law the board’s position that an employee who partici- 
pates in strikes called in defiance of the board will lose his rights under the act. 
Furthermore, the employee is required to respect only those picket lines which 
are erected as a result of a strike called by a bargaining unit that has been certified 
by the board as representing a majority of the employees concerned. The effect 
of this requirement is to lessen materially, if not entirely to eliminate, compulsion 
from union sources for an employee to participate in wildcat strikes. The 
employee is thus not required to honor picket lines unless they are erected follow- 
ing a strike called by a certified bargaining unit which represents him. 


II 


For the most part the rights of labor unions as entities under the new act paral- 
lel the rights given them under the 1935 act. However, their responsibilities 
are more sharply defined and it is in this connection that the major changes in 
government labor policy appear. In general, the rights of a labor organization 
can be found in Section 8 (a), which lists in detail those labor practices on the part 
of the employer that are considered unfair. These are considered in Part III, 
where the rights and responsibilities of management are discussed. For the time 
being, therefore, attention will be centered on the responsibilities of labor unions. 
In general, these responsibilities involve three parties: union members, employers, 
and the government, which is to say, the public. 
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To their members unions have definite responsibilities, which are moulded into 
law by the new act. These responsibilities in general parallel the right of the 
employees as individuals but in some cases go further. One of the most far- 
reaching responsibilities of labor unions, as defined in the new act, is that which 
makes it mandatory for them to file certain information with the Secretary of 
Labor before their members will acquire the rights which Section 7 guarantees 
them. Unions in this connection are required to supply certain information con- 
cerning their internal organizations, such as the name of the labor union and the 
names and addresses of its principal officers, their annual salaries and expense 
allowances, the manner in which these officers are elected, the membership fees 
and dues required of members of the union to keep them in good standing, and a 
detailed statement of the union’s bylaws and rules. In addition, unions are re- 
quired to furnish periodic financial reports to all their members. A copy of the 
report supplied to members must also be filed with the Secretary of Labor. 

In addition to this information, union officials are required to fill out and sign 
each year affidavits that they are not members of the Communist Party, or any 
party that is affiliated with the Communist Party or any group that believes in a 
doctrine which teaches the overthrow of the United States government by any 
‘“fllegal or unconstitutional method.” These affidavits must be filed with the 
board at the same time that the board is petitioned to secure or protect rights 
guaranteed to employees under the act, or any time within the preceding 12- 
month period. The wording of the statute seems to indicate that union officials 
may neglect this section of the act for a while, but if they desire to secure the 
services of the board then they must comply when a’ new unit is being certified, 
or when the enforcement of other privileges and the setting up of certain mechan- 
ics of the act require the services of the board. The penalty for failure to file such 
information with the Secretary of Labor and the board forces the board to ignore 
any petition for protection of the rights which under the act are guaranteed to 
employees as individuals or to unions as entities. It is important to note that this 
information (financial reports to the Secretary of Labor and affidavits to the 
board) must be filed by every union and its officers, not only by the national 
officers of the parent organizations, but also by the national, international, and 
the local constituent organizations. 

In what is perhaps the most revolutionary part of the 1947 act unions are made 
liable for damage suits for violations of collectiveagreements. Itshould beempha- 
sized that this liability is for the breach of a collective agreement with the employers 
concerned, not for an unfair labor practice which the union or its officials may 
commit. Such suits for damage must be limited to money sums, and are asses- 
sible against the unions as entities, not against individual members. The assets 
of members cannot be attached to satisfy a damage suit against a union. In the 
event a union’s resources cannot stand an adverse court decision, the act does not 
mention the procedure to be followed, but it is reasonable to assume the bank- 
ruptcy laws applicable to private business would rule. Suits by unions against 
employers and by employers against unions are to be brought in the district 
courts of the United States in the area where the union maintains its principal 
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offices or in areas where the union has duly authorized representatives engaged 
in activities designed to further the interests of the employee. 

The War Labor Disputes Act contained a provision which prohibited labor or- 
ganizations from making financial contributions to political campaigns. Section 
304 of the 1947 act continues this as law by amending Section 313 of the Federal 
Corrupt Practices Act, making it “unlawful for...any labor organization to 
make a contribution or expenditure in connection with any election” in which 
federal officers are to be selected. This applies not only to general elections, but 
to primary elections, party caucuses, and conventions. So that there can be no 
confusion regarding the intent of Congress, the term “labor organization” is de- 
fined as “any organization of any kind, or any agency or employee representation 
committee or plan, in which employees participate and which exists for the pur- 
pose, in whole or in part, of dealing with employers concerning grievances, labor 
disputes, wages, rates or pay, hours of employment, or conditions of work.” 
Corporate or union violators are to be fined not more than $5,000; and any union 
official who consents to a contribution which is in violation of this section is to be 
fined not more than $1,000, or imprisoned for one year, or both. 

One of the most far-reaching and controversial features of the 1947 act is the 
ban which it places on the right of unions to engage in certain strikes. The 1935 
act, giving employees the right to engage in ‘“‘concerted activities for the purpose 
of collective bargaining or other mutual aid or protection,” was interpreted so 
broadly that any type of strike was considered legal. However, Section 8 (b) 4 
seriously curtails the rights of labor unions to engage in strikes and secondary 
boycotts. In the first place, a strike which is in violation of a no-strike clause is 
illegal and the employer concerned may attempt to recover money damages from 
the union in the federal district courts. In addition, it is considered an unfair 
labor practice for a union to engage in certain types of strikes or secondary boy- 
cotts. In general, these restraints may be divided into four topics: 

(1) A union may not strike to attempt to force a self-employed person to join 
a labor organization. Moreover, a union may not strike to force an employer 
to join with another employer, so that the two together could bargain with the 
union, or to make one employer cease dealing with another employer. The first 
may occur where unions desire broader scope to their collective agreements, and 
the second where union A is engaged ina strike to force employer A to cease deal- 
ing with employer B because of some lack of rapport between the employees of 
employers A and B. As the Senate Committee explains in its report: 


This paragraph . . . makes it an unfair labor practice for a union to engage in the type 
of secondary boycott that has been conducted in New York City by local No. 3 of the 
IBEW, whereby electricians have refused to install electrical products of manufacturers 
employing electricians who are members of some labor organization other than local No. 3.” 


(2) It is alsoan unfair labor practice fora labor organization to engage in a 
secondary strike or boycott which is designed to force an employer to recognize a 
union if the National Labor Relations Board has not certified the unit as the bar- 


2 Senate Report 105, 80th Congress, p. 22. 
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gaining unit for the employees. However, there is no restriction on a union’s en- 
gaging in primary strike or boycott to attempt to force an employer to recognize a 
unit that has been certified by the board as the exclusive representative of the 
board. It should be pointed out also that in addition to the right to strike, a certi- 
fied union which has met the requirements of the act can bring an unfair labor 
practice charge against any employer who refuses to bargain with it, after it 
(the union) has been certified by the board as the exclusive representative of the 
employees. 

(3) Unions are also prohibited from engaging in strikes and secondary boycotts 
which are designed to force an employer to recognize or bargain with a labor or- 
ganization ‘‘as the representative of his employees if another labor organization 
has been certified as the representative of such employees” by the board. The 
effect of this part of the act is to prohibit strikes and boycotts which are called in 
defiance of orders of the board, and thus designed to force an employer to bargain 
otherwise. / 

(4) Unions are also prohibited from engaging in strikes and boycotts which are 
designed to force an “employer to assign particular work to employees in a par- 
ticular labor organization or in another trade, craft, or class, ... unless such 
employer is failing to conform to an order or certification of the board...” 
This part of the act has the effect of making juridsictional strikes and boycotts 
unfair labor practices, unless the demands of the striking unit are based on an 
award of the board; for contrary to the general policy of the board set up to exe- 
cute the 1935 act, the board is required under the 1947 act to hear and determine 
jurisdictional disputes and, if necessary, to petition for injunctive relief. 

The question now arises as to what “teeth” the act has in it to make these 
prohibitions effective. First, the injured party files a charge with the board. 
The board then investigates the charge, and if the charge appears to the board 
to be well founded a complaint is issued to the party which is offending. A hear- 
ing is then held, at which time all parties may present testimony and evidence. 
If the complaint is supported by the evidence submitted at the hearing, a cease 
and desist order is issued by the board to the offending party. If the offending 
party then refuses to obey the order of the board, injunctive relief is sought by the 
board from the federal district courts. The procedure outlined applies to the 
unfair labor practices of both unions and management. In the case of jurisdic- 
tional boycotts and strikes, however, the board is required by law to seek injunc- 
tive relief before it issues a complaint against the party thought to be offending. 
In neither case do the provisions of the Norris-LaGuardia Act apply. Injunctive 
relief may be sought to restrain any unfair labor practice. 

In addition to this type of relief, Section 303 of Title III provides that unions 
which engage in strikes and boycotts that are outlined and defined as unfair labor 
practices may be sued in the federal district courts or any other courts having 
jurisdiction over the parties. Private parties cannot petition the courts directly 
for injunctive relief from the enumerated restrictions on strikes and boycotts; 
only the board may do that. However, private parties may sue to recover dam- 
ages which are inflicted as a result of such prohibited strikes and boycotts. With 
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the exception of the violation of a collective agreement with an employer, this 
recovery by private parties for damages received as a result of a secondary strike 
or boycott is the only instance in which a union may be sued for money damages. 
All other unfair labor practices which unions may engage in are subject only to 
relief by orders from the National Labor Relations Board, supplemented, if 
necessary, by petitions for injunctive relief. 

Another obligation which the 1947 act imposes on unions is that of bargaining 
in good faith. This means that representatives of the employees and employers 
must meet at reasonable times and confer in good faith with respect to wages, 
hours, and other conditions of employment. Refusal to do so by either party 
constitutes an unfair labor practice. This obligation to bargain does not mean, 
however, that either party is required to agree to any proposal by the other or 
that either party is required to make a concession to the other. In addition to 
this lawful obligation on unions and management to bargain, the act further 
states that the parties to a collective agreement must take certain steps before 
terminating or modifying a contract. Inasmuch as it is the labor organizations 
which generally desire a change in the existing conditions, this provision is in 
general a new obligation and duty of unions. Specifically, before an existing 
agreement or contract may be terminated or modified, the party desiring termi- 
nation or modification must notify the other party in writing of such a desire at 
least 60 days before the contract is to expire or before the desired date for ter- 
mination. The initiating party must then offer to meet and confer with the 
other party and notify the appropriate federal, state, or territorial mediation 
service within 30 days after the first notice, unless in the meanwhile an agreement 
has been reached. Then for 60 days after the first notice to the other party to 
the contract, both parties must continue in full force, without resort to strike or 
lockout, the existing collective agreement. However, neither party is required 
to discuss or agree to a modification of any item in the existing agreement when 
the modification is to be effective at a date earlier than the contract provides for 
reopening discussion. Thus, if an agreement is reached for a certain item in a 
contract to be effective for two years, the employer is not guilty of an unfair labor 
practice if he declines to discuss a proposal to alter the item effectively before the 
expiration data. 

This part of the act further provides that should employees strike within the 
60-day period, they lose their rights under the act, ceasing to be considered em- 
ployees of the employer concerned. Neither are such striking employees eligible 
to vote in any election which the board may conduct while they are without em- 
ployee standing with the employer concerned. 


Tit 


In general, the 1947 act lessens somewhat the legal responsibility of employers 
and increases their rights. It lessens employer responsibility, because now unions 
will find more difficult the task of proving that certain employer practices are 
unfair, and increases employer rights by giving as bargaining tools comparable 
guarantees against certain practices by labor unions which the act defines as un- 
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fair. It may not be erroneous to state that one of the main purposes of the act 
is to provide employers with these rights. 

One of the more important of the rights which the act confers upon manage- 
ment is that which makes it possible for them to ignore supervisory employees’ 
unions. Employers may voluntarily bargain with unions made up of supervi- 
sory employees, but if they refuse to do so the supervisory employees concerned 
have no recourse to protection by the board on an unfair labor charge. The 
effect of such a provision is to deny to supervisory employees any of the rights 
which are guaranteed to other (rank-and-file) employees under the law. It is not 
unlawful for supervisory employees to organize; it is simply not legally compul- 
sory for employers to deal with supervisory employees under the provisions of the 
1947 act. The term “supervisory employee” is understood to mean any individ- 
ual having the authority “‘to hire, transfer, suspend, lay off, recall, promote, dis- 
charge, assign, reward, or discipline other employees, or responsibly to direct 
them, or to adjust their grievances, or effectively to recommend such action, if in 
connection with the foregoing the exercise of such authority is not of a merely 
routine or clerical nature, but requires the use of independent judgment.” 

Management also has the right under the 1947 act to seek adjustments in court 
when a union violates a collective agreement or engages in a strike or boycott that 
the act declares illegal. Moreover, employers now have the right to petition the 
board for elections when there is a question of representation of the bargaining 
unit. Now employers not only may seek injunctive relief through the board from 
jurisdictional strikes, but may also request aid from the board to restrain unions 
from engaging in certain practices which the act declares unfair. The act by 
indirection also gives emp!oyers complete control over hiring because the only 
type of union security which the act provides is the one requiring membership 
after the employee is hired. Management also has the right to refuse to dis- 
charge an employee on the ground that the employee is not a member of a union, 
if the employer has reasonable grounds for believing that membership in the 
union is being denied the employee for reasons other than the failure to tender the 
customary dues and initiation fees. However, employers must insist that as a 
condition of continued employment employees maintain themselves in good finan- 
cial standing with the union if a union shop has been authorized as previously 
outlined in the section of this paper dealing with rights of employees as indi- 
viduals. 

An important right which the 1947 act provides employers is that relating to 
“featherbedding activities,” or a practice which “requires employers to hire 
people who do no work, to pay for people the employers do not hire, and to hire 
more people than the employers have work for.’* The right concerned here is 
found in Section 8 (b) 6 of Title I. Specifically, it makes any action designed “‘to 
cause or attempt to cause an employer to pay or deliver or agree to pay or deliver 
any money or other thing of value, in the nature of an exaction, for services which 
are not performed or not to be performed,” an unfair labor practice. Employers 


3 House Report 245, 80th Congress, p. 25. 
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may not petition the board for injunctive relief against such activities, but they 
may file with the board unfair practice charges. 

Under the 1935 act, as interpreted by the board, employers could not make 
any statements concerning their views with respect to union organizational mat- 
ters. Such expressions were held to be unfair labor practices, and the board 
issued cease and desist orders to stop them. The 1947 act changes this interpre- 
tation so that statements of views, unless coercive on their face value, can be 
made. Any statement of such views, whether written or oral, does not now con- 
stitute an unfair labor practice. 


IV 


The 1947 act, which seeks to give legal expression to the rights of the public, 
recognizes the principle that labor disputes involve more than the immediate 
employer and employees concerned when the effect of these disputes is to paralyze 
large sections of the economy and endanger the health and safety of the nation. 
These public rights are found in Sections 206 through 210 of Title IT. 

A labor dispute which results in a work stoppage on account of a strike or a 
lockout may, in certain cases, be defined as a “national paralysis” strike. A 
“national paralysis” strike is one in which an entire industry or a substantial part 
thereof is affected. The industry must be one which is considered interstate in 
nature, and it must appear that if the work stoppage continues the national safety 
or health will be endangered. The act does not specify the person or agency 
which is to exercise this element of judgment, but presumably it will be left to the 
President or the board. 

After it has been determined that such a strike or lockout as defined exists, the 
President may appoint a Board of Inquiry, which is to have all the powers of the 
Federal Trade Commission in inspecting documents and papers. This Board of 
Inquiry is then to make a thorough investigation of the issues involved and re- 
port to the President, but is not to make any recommendations. The President 
must make a copy of the report available to the public and file a copy of it with 
the newly created Federal Mediation and Conciliation Service. After or upon 
receiving the report from the Buard of Inquiry, the President may direct the at- 
torney general to petition any court in the United States for injunctive relief from 
the strike. If the court decides that the strike affects the health and safety of the 
nation, it may enjoin such a strike or lockout, notwithstanding any provision of 
the Norris-LaGuardia Act of 1952. Such a court order is subject to judicial 
review upon writs of certiorari as provided in the judicial code of the United 
States. While the court order is in effect both parties are supposed to try to 
settle their differences, and may call in the Federal Mediation and Conciliation 
Service to aid them. Sixty days after the court order, if the dispute has not been 
settled, the President has to reconvene the Board of Inquiry, and this board shall 
report to him the current position of the disputing parties. The public is to 
receive this report also. During the next 15 days the National Labor Relations 
Board takes a secret ballot of the employees involved and ascertains if the em- 
ployees wish to accept the last offer of the employer. Five days later the Na- 
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tional Labor Relations Board certifies the results of the secret ballot to the 
Attorney General, who shall then ask the court to discharge the injunction. 

It should be noted that this is an inconclusive mode of settlement. No more 
“protection” is provided than an 80-day postponement of work stoppage. 
There is nothing in the act which will prevent a “national paralysis’ strike after 
the 80-day period has elapsed. It may be assumed, however, that appropriate 
action will be taken by the Congress at this point, inasmuch as the report of the 
Board of Inquiry will then be available to them. 


v 


The main responsibility of the government as the coordinating institution be- 
tween labor and management is, of course, in administering and enforcing the 
act. In this connection there are, in addition to those which are implicit in what 
has been said, duties which governmental agencies formed by the act itself have 
imposed upon them, for the act is not in itself self-executing. 

The National Labor Relations Board was originally created to administer the 
National Labor Relations Act of 1935. Under the 1947 act this board is con- 
tinued as the administrative agency, but the membership of the board is increased 
from three to five appointees, all of whom are designated by the President, with 
the advice and consent of the Senate, for a five-year period. They receive an 
annual salary of $12,000, and are eligible for reappointment. Three members of 
the board constitute a quorum, and the President designates one member of the 
board to serve as chairman. In addition, there is appointed by the President, 
with the advice and consent of the Senate, a general counsel to the board. The 
term of appointment of the general counsel is for four years; he is eligible for 
reappointment, and receives an annual salary of $12,000. The general counsel is 
in many respects a “‘ezar of labor,” for he has final authority on the question of 
whether unfair labor practice charges shall be prosecuted. 

The functions of the board are, in general, outlined in Sections 9 and 10 of 
Title I. The act empowers the board to “prevent any person from engaging in 
any unfair labor practice.” The board is further empowered to conduct pro- 
ceedings designed to determine the appropriate bargaining unit among employees. 
In addition, the board must conduct elections which are for the purpose of deter- 
mining whether employees desire a union shop or desire to dissolve an existing 
union-shop agreement. The board must adjudicate jurisdictional disputes and 
seek injunctive relief against unfair labor practices when they have been proved. 
The board must also conduct voting procedure which is designed to determine 
whether professional employees and craftsmen wish to be in separate bargaining 
units. The board is also the agency which conducts the election to determine 
whether, in a national emergency strike, the employees wish to accept the em- 
ployer’s last offer. 

In the original National Labor Relations Act, there was set up by the board a 
trial examining division which reviewed the question under litigation before it 
went to the board for a decision. In addition, the review section prepared, in 
some instances, a draft opinion which was at times adopted by the board. Under 
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the 1947 act this drafting of an opinion for the board by the division is forbidden 
by Section 4 (a) of Title I, which provides that: ‘The board may not employ 
any attorney for the purpose of reviewing transcripts of hearings or pre- 
paring drafts of opinions except that any attorney employed for assignment as a 
legal assistant to any board member may for such board member review such 
transcripts and prepare such drafts. No trial examiner’s report shall be reviewed 
... by any person other than a member of the board or his legal assistant, and 
no trial examiner shall advise or consult with the board with respect to exceptions 
taken to his findings, rulings, or recommendations.” The effect of such a pro- 
vision, together with that which gives the general counsel the final authority on 
the question of unfair labor practice charges, operates to change considerably the 
procedures which the original board adopted to litigate unfair labor practices 
and other charges. Under the 1947 act the board is more of an appellate court 
than an institutional setup, where the procedures were designed to make the 
board’s decision a function “of the corporate personality of this (trial examining) 
legal section.’ 

Inasmuch as it is national policy to encourage settlement of labor disputes by 
peaceful methods, agencies must exist to promote this settlement. These 
agencies are the Federal Mediation and Conciliation Service, and the National 
Labor-Management Panel, set up by Sections 202 to 205 of Title II of the 1947 
act. 

The Federal Mediation and Conciliation Service is an independent agency of 
the government and is headed by a director, who is appointed by the President 
with the advice and consent of the Senate, and receives an annual salary of 
$12,000. The principal offices of the service are in the District of Columbia. 
The director is empowered to employ such personnel as is necessary to perform 
the functions of the service in mediating and conciliating labor disputes. In ad- 
dition to this, all the mediation and conciliation service that was subject to the 
jurisdiction of the Secretary of Labor is transferred to the service, and neither 
the director nor the service is subject in any way to the jurisdiction of the Secre- 
tary of Labor. 

The service may proffer its services in the settlement of any labor dispute, 
either upon its own motion or upon the request of one or more of the parties to the 
dispute. Parties to a dispute need pay no attention to any of the suggestions 
made by the director or his staff, and the refusal of a suggested mode of settlement 
is not to be considered a violation of any duty or obligation which the act imposes. 
It is worthy of note that the facilities of the service are not to be invoked by the 
director unless in his opinion a substantial interruption of commerce would result. 

The National Labor-Management Panel is a group which works with the 
service in an advisory capacity only. The panel consists of 12 members ap- 
pointed by the President for three-year terms. Senate concurrence is not needed. 
Six of the members are chosen from management and six from labor. They re- 
ceive no annual salary, but while they are serving on panel business they are 
granted a per diem allowance of $25. 


4 Senate Report 105, 80th Congress, p. 8. 
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While it may be said that the 1947 act makes the general counsel to the board 
a ‘“‘ezar of labor,”’ yet Congress has delegated to itself the role of being the “watch- 
dog’’ of labor-management relations. This has been done through the creation 
in Title IV of a Joint Congressional Committee to study and report on basic labor 
problems. This Joint Committee is composed of seven members of the Senate 
Committee on Labor and Public Welfare, who are appointed by the President 
pro-tempore of the Senate, and seven additional members appointed by the 
Speaker from the Committee on Education and Labor of the House of 
Representatives. The Joint Committee is authorized to employ such personnel 
as is necessary to carry out its responsibility and has been given a $150,000 initial 
appropriation for this purpose. 

The act stipulates that the committee shall make its initial report to Congress 
not later than March 15, 1948, and its final report not later than January 2, 1949. 
Obviously, the Joint Committee is not a continuing agency of Congress, but is to 
expire with its final report on January 2, 1949. 


VI 


The main topic which remains to be considered is that dealing with trust funds. 
The subject came to public attention in the 1946 demands of the United Mine 
Workers for a royalty on every ton of coal mined. The royalty was to provide 
a welfare fund for the employees involved. Legislation dealing with trust funds 
regulates two points: their objectives and their administraticn. Trust funds 
which do not conform to these objectives and administrative provisions subject 
the employer involved to criminal prosecution if the violation is wilful. The 
objective of the tegulation is obviously to keep unions from having sole authority 
over the funds and to assure that the employees concerned will receive the bene- 
fits due them. 

As to objectives, trust funds must be for the exclusive benefit of the employees 
of the contributing employer, or for the families or dependents of such employees. 
Also, such funds must be expended only for medical or hospital care, ‘‘pensions 
on retirement or death of employees, compensation for injuries or illness resulting 
from occupational activity or insurance to provide any of the foregoing, or unem- 
ployment benefits or life insurance, disability and sickness insurance, or accident 
insurance.” 

As to the administration of the funds, there must be, between the employees 
and the employer, a detailed written agreement regarding contributions to the 
fund and withdrawals therefrom. Employers and employees must be equally 
represented in any plan of administering the fund, and in the administrative setup 
there must also be some neutral persons provided for who are acceptable to both 
the employee and employer. If there is a deadlock in administering the fund, 
the two groups shall select an impartial umpire to settle the question. If an um- 
pire cannot be agreed upon, the federal district court for the district where the 
fund has its principal offices shall appoint one. The agreement covering the fund 
shall also provide for an annual audit, and a statement of the condition of the 
fund shall be made available for inspection by those who are interested. When 
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any part of the fund is to be used for annuities, this part must be separated and 
used for no other purpose. These provisions are applicable to all trust funds pro- 
vided for in a collective agreement or otherwise between an employer and an 
employee unit. Agreements of this nature entered into prior to Janyary 1, 1946, 
are not affected by the administrative provisions of trust funds, and those trust 
funds which were created prior to January 1, 1947, covering pooled vacation 
benefits are not affected by the provisions covering the regulation of objectives 
of trust funds. It may reasonably be assumed that funds created prior to these 
two dates will never need to cnoform to these respective requirements of the act. 








~ MARKETING RESEARCH IN AGRICULTURE 


MARTIN A. ABRAHAMSEN 
North Carolina State College of Agriculture 


Passage of the Research and Marketing Act of 1946 indicates renewed public 
interest in problems associated with the marketing of farm products.! To be 
most effective the research programs that will grow out of this act should be de- 
veloped in the light of past agricultural policy. Prior to 1933 attempts at solving 
farm problems in this country largely were directed toward changes in the opera- 
tion of our marketing machinery. After 1933 greater emphasis was placed on 
“tinkering” with agricultural production—the AAA with its tobacco, cotton, 
wheat, and dairy programs was the result. In the years ahead factors that are 
likely to have a significant bearing on our agricultural policy include the follow- 
ing: (1) a 35 per cent increase in farm production during the past decade, (2) 
certainty that demand for many of:our products will decline with the postwar 
revival of agriculture in foreign countries, (3) critical financial and credit condi- 
tions prevailing abroad, (4) increased population, and (5) success of our efforts in 
maintaining full employment. 

An appraisal of our agricultural programs and policies indicates that the em- 
phasis directed toward problems of marketing prior to 1933 failed to bring about 
a solution to the economic difficulties of the farmer. Likewise, the production 
programs of the 30’s often placed barriers in the way of efficient production, in- 
creased expenditures to consumers, and resulted in little, if any, over-all im- 
provement for agriculture. To the extent that policies now are established that 
relate to marketing, it seems important to emphasize that these policies be based 
on a well-coordinated program of research. This obviously presents the research 
worker in marketing with a responsibility that will challenge the best efforts he 
can put forth. 

It generally is agreed that some of the major developments in marketing during 
the past 50 years include: self-service super markets, new and efficient processing 
methods, better facilities for grading and standardizing, establishment of market 
news services, and, at times, the “control” of market prices through government 
programs. It also is agreed that the contributions of marketing research to these 
developments in our distribution system have been disappointingly small. Fur- 


1 The Research and Marketing Act provides for the allocation of federal funds to: (1) 
agricultural experiment stations (with a provision that these funds must be matched by the 
states and that 20 per cent of the grants to experiment stations must be used for marketing; 
and (2) the Secretary of Agriculture for: (a) utilization research designed to develop new 
and wider uses for agricultural products; (b) cooperative work with state experiment sta- 
tions on a regional basis; and (c) mainly under the direction of the Bureau of Agricultural 
Economics and the Production and Marketing Administration, and the Cooperative Re- 
search and Service Division of the Farm Credit Administration, marketing research work 
including processing, packaging, handling, storing, transporting, grading, and costs and 
margins. 
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thermore, our attention has been called to other shortcomings in our marketing 
investigations. These include descriptive rather than analytical investigation, 
limitations of state studies in view of the fact that many of the most complicated 
marketing problems extend beyond state borders, and overemphasis on com- 
modity research.” 

Examination of marketing research to date, at least as far as land-grant col- 
leges are concerned, indicates that the number of qualified research workers in 
marketing is extremely limited, that funds devoted to marketing investigations 
have been a mere pittance, and that in many sections of the country marketing 
research has the stature of a child not yet out of “‘swaddling clothes.” It seems 
apparent, therefore, that what is needed isa critical examination of why marketing 
research is where it is. In the hope of emphasizing certain aspects of marketing 
investigations that often have been overlooked, ignored, or not properly recog- 
nized, emphasis is here directed toward two items that need further consideration 
in the development of a well-rounded program of marketing research. They are: 
(1) qualifications of research workers in marketing, and (2) administrative ar- 
rangements for conducting research. 


I 


Experience has shown that the quality of research work, whether in marketing 
or in any other field, tends to reflect the training and experience of those engaged 
in such endeavor. In other words, the extent to which principles of economics 
will be applied to problems of marketing and the degree to which objective analy- 
sis of these problems will prevail primarily depend upon the competence of the 
individual. 

In view of the renewed emphasis directed to research in the marketing of 
agricultural products, it seems desirable that we as research workers submit to 
serious introspection. Consequently, brief attention will be directed to the 
qualifications of research workers. Particular consideration will be given to (1) 
training, (2) pracical experience, and (3) research relationships. 

Personnel in marketing research characteristically have been “short on train- 
ing and long on practice.” In too many instances the feeling has prevailed 
among these individuals that, once they have been placed on staffs of state or 
federal research agencies, they have “arrived.” Under these conditions the 
ability to recite mere economic facts and figures rather than ability to analyze 
problems, the inclination to fall back on personal experience or opinions no mat- 
ter how sketchy or meager, and a tendency artfully to juggle the concept that 
“local conditions are different’? have enabled some workers to ‘‘kid” themselves 
into accepting the idea that “whom you know is more important than what you 
know.’ It is evident that such attitudes do not augur well for the development 
of a well-directed program of marketing research. 

The importance of training, particularly among personnel of land-grant col- 
leges, also is brought into focus by the fact that there still are some institutions 


2 For further details see F. L. Thomsen, “A Critical Examination of Marketing Re- 
search,’ Journal of Farm Economics, Nov. 1945, pp. 947-962. 
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where much of what has come to pass for marketing research is done in production 
departments. Whether these conditions prevail because of default by depart- 
ments of agricultural economics, because of vested interests built up by production 
departments, or because of an uncomprehending administration, it generally is 
agreed that such arrangements are far from satisfactory. There is a tendency 
for workers to let either the production or the marketing work slide. Yet each 
of these activities experiences enough interference from the other so as to pre- 
vent the accomplishment of a really acceptable job in either. 

Mention also should be made of the compartmentalized status of our research 
efforts at some institutions. Too frequently we have paid lip service to objec- 
tivity only to observe that a provincial and a “holier than thou” attitude has 
characterized our approach to research in marketing. There has been an unfor- 
tunate tendency to resist the invasion of “foreigners’’ into this field at the very 
time that an inventory of our performance would prove embarrassing. It would, 
in fact, show that little research has been undertaken in the field of marketing, 
that personnel often are not adequately trained for the job, and that such work 
as has been projected has been so limited in scope that often it has little if any 
significant bearing on major problems in marketing. If results that will justify 
an increased emphasis on marketing research are to be achieved, cooperation 
involving production departments and sections of farm management in our 
experiment stations as well as numerous government agencies is a necessity. 

A number of research workers in marketing have had at least a limited amount 
of practical experience while in the employment of commercial firms or agencies. 
Experience of such a nature may be either good or bad for these individuals de- 
pending upon the conditions under which this work was done and the ability of 
the research worker to evaluate it objectively. When it is viewed as a means of 
supplementing formal training in agricultural economics and in principles of 
marketing, there is much to recommend it. When it is considered as a substitute 
for such training, the quality of research suffers and sooner or later results are 
likely to be disastrous. There also is the further danger that years of experience 
in a pressure group arena will make political operators out of these men from 
industry who shift to marketing research. 

It should be emphasized, in this connection, that research calls for an objective 
approach that requires ability to stand off and not “permit the trees to obscure 
a view of the forest.” This is in sharp contrast with turbulent atmosphere of the 
business world where sometimes taking off an hour, a day, or a week for a study 
or a survey often is considered a long time to be away from the established and 
pressing affairs of the concern. In any event, too frequently, it is considered 
sufficient time for an individual to qualify as a national or international authority 
on the immediate question or questions under consideration. 

Another problem, and one which reflects the caliber of research personnel, is the 
tendency of knuckling down to what the boss wants or what it is believed he 
would like. Such an attitude stands in the way of objective research—research 
that lets the chips fall where they will. Fortunately, it is becoming recognized 
that such a practice is not conducive to the kind of work in marketing research 
that will best serve the interest of farmers, marketing agencies, or consumers. 
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The various marketing agencies handling farm products as they move from the 
farm to the consumer often become the subject of marketing research. It is to 
be expected that the findings of research at times will suggest modification and 
change if not complete reorganization in the operation of marketing agencies if 
farmers are to be served to the greatest advantage. Under such conditions, it-is 
quite understandable that pressure groups and vested interests may resist change. 

This is a situation that is not always understood by the physical scientist. He 
may eliminate whole strains of seeds or animals from further consideration in 
plant and animal research without danger of serious repercussion from civic 
clubs, chambers of commerce, local politicians, or even congressmen. Even 
many research workers in farm management encounter fewer of the man-to-man 
relationships and more of man-to-nature relationships than do investigators in 
marketing. 

The development of research programs with trade groups in the marketing 
field, however, has aspects which may contribute to efficiency and to increased 
effectiveness in conducting marketing research. The establishment of working 
relations with key personnel often makes possible arrangements for conducting 
research studies. Similarly, when definite means of improving the operations of 
these establishments have been discovered they often serve as a very effective 
vehicle for obtaining effective application of research findings. Many coopera- 
tive associations have experienced this situation—particularly in the dairy sec- 
tions of the northern states. The degree to which such fortunate ‘situations 
prevail depends in part upon (1) the progressiveness of management in the various 
marketing agencies and their appreciation of the benefits they can derive from 
research in marketing, and (2) the competence of research workers in marketing 
and their ability to show definite performance in the research undertaken. 


II 


Equally as important in contributing to progress in marketing research as the 
qualifications of individual investigators are the administrative arrangements 
under which research is done. In the long run, the caliber of research in market- 
ing largely will be determined by, and will rise no higher than, the appreciation 
and understanding that administrators have of the importance of this work. 
Consideration is here given to the influence that administrators may have on such 
factors as: (1) willingness to select well-qualified research workers, (2) responsi- 
bilities to personnel, and (3) need for developing a program to coordinate re- 
search and extension activities relating to problems of marketing. 

In some instances, the development of strong programs in marketing research 
has been hindered by the tendency of administrators to have little interest in this 
work other than the assurance that the persons employed were “safe.” This has 
meant that at times greater emphasis has been placed on making certain that the 
operations of influential marketing agencies were not exposed to penetrating 
analysis or that the pet ideas of influential individuals or political groups have 
received greater attention than have the needs of farmers. 

Another handicap in the development of effective research in marketing is 
traceable to the fact that, in addition to being a rather new field of endeavor, the 
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importance of marketing has not been adequately recognized at all agricultural 
colleges. This primarily is due to the fact that often those in policy determining 
positions have had little or no training in and relatively little appreciation of the 
nature of these problems as they relate to farmers. With the condition prevail- 
ing, it is only to be expected that the field of marketing would be used, as it has 
at times, to furnish a place where personnel can be “turned out to graze.” It 
also has meant that funds and efforts have been devoted to a consideration of pet 
ideas and hobbies without careful thought as to whether these subjects properly 
should be included in the field of marketing. 

In other instances, the spectacular nature of many marketing operations has 
prompted some administrators to seek to “keep their fingers in the pie” when it 
comes to marketing activities. Especially in extension work, the tendency for 
county agents and “marketing specialists” to run “one-man cooperatives” at 
times has served to involve such individuals in marketing activities under circum- 
stances that have been harmful to the institutions they represent and has hin- 
dered the development of well-balanced programs of marketing research. 

To a considerable extent, progress in marketing research has been influenced 
by the method in which administrators have met their responsibilities to person- 
nel. Such simple yet elemental factors as adequate and uncrowded office space, 
good lighting arrangements, sufficient facilities in the way of desks, tables, filing 
cases, and book racks, competent clerical and statistical help, and funds for the 
employment of graduate assistants in obtaining and analyzing data are important 
items that often are overlooked or ignored. 

Other responsibilities relate to providing younger staff members with oppor- 
tunities for completing graduate work. Similarly, provisions should be made to 
encourage older faculty members in conducting post-graduate work by providing 
for leaves of absence to carry out special studies that would improve their profes- 
sional qualifications and by working out exchange arrangements with federal 
agencies and other departments of agricultural economics in land-grant colleges. 

Responsibilities, however, should go further and should provide for permitting 
personnel wide latitude in planning research programs. For instance, Mr. C. E. 


3 This point is well made by Professor G. W. Forster, North Carolina State College of 
Agriculture (See Social Forces, Dec. 1932, “Leadership and the Agricultural Depression in 
the United States.’’) While there has been some improvement during the past decade, the 
following statement from this reference has considerable application to the conditions pre- 
vailing today: ‘‘A few years ago an investigation was made of the experience, training, and 
productivity of our administrative officers. It was found that of the deans, only one had 
had any training in the social sciences. All others were agronomists, chemists, or animal 
husbandrymen. Relatively few had received advanced degrees beyond that of Master. 
The record of the presidents was not much better. As to training, only 29 per cent had 
earned Ph.D. degrees, while 71 per cent had unearned or honorary degrees conferred upon 
them. In twenty-two states, the presidents had not made any noteworthy contributions 
to literature. Bulletins of one kind or another had been published by twenty. About 15 
per cent had held major positions prior to the presidency, and a few had had the advantage 
of training in more than two schools. To be specific, 59 per cent of the presidents of our 
land-grant colleges had attended two or less schools and in many instances, the schools or 
institutions were not outstanding.”’ 
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K. Mees, vice president in charge of research for Eastman Kodak Company, 
has stated that “no director who is any good ever really directs any research. 
What he does is to protect the research men from the people who want to direct 
them.” While speaking of research by business concerns, Dr. E. G. Nourse 
makes much the same point when he says that there is too great a tendency to 
keep the economists “on a leading string and fitted with blinders.” He further 
states that research workers would benefit by adopting as their motto the name 
of a movie of some years back, ‘Nothing Sacred.’* It is only when research 
workers in marketing have assurance that they are working in an environment 
that places a premium on initiative that the best results can be expected. 


Ill 


If research in marketing is to be made effective, administrators have a re- 
sponsibility for developing plans that will coordinate research and extension 
activities. This is necessary because there are too many instances when the 
findings of research go begging or extension personnel find themselves in a posi- 
tion where they have nothing to extend. The point is that the effectiveness 
of extension efforts are seriously reduced when not supported by research just 
as are the efforts of research when they are not coordinated with an aggressive 
extension program. 

For the assurance of the coordination desired, it is becoming increasingly evi- 
dent that it is not enough merely to have these personnel quartered together. 
Responsibility for subject matter should be assigned. Experience also is showing 
that, in many instances, it is highly desirable to have the research in marketing 
conducted by the same persons that do the extension work. This plan calls 
for the joint employment of personnel—a practice that needs further considera- 
tion if the most effective marketing programs are to be developed. 


In summary, the passage of the Research and Marketing Act of 1946 suggests 
that it is especially important that research personnel and administrators give 
careful attention to planning and developing research programs in marketing. 
Special attention needs to be given to the selection and training of personnel 
who have the qualifications for doing an objective job in research. Likewise, 
administrators by giving attention to such problems as (1) encouraging the 
development of strong supplementary teaching and personnel training programs, 
(2) meeting responsibilities toward personnel, and (3) coordinating research and 
extension efforts can make significant contributions to the development of effec- 
tive research programs in the field of marketing. 


4 Edwin G. Nourse, Price Making in a Democracy, p. 385. 
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Studies in the Theory of Welfare Economics. By M. W. Reder. New York: 

Columbia University Press, 1947. Pp. 205. $3.00. 

It has been said that frequently the parts of a discipline which most reward 
study are precisely those which have come to be taken most for granted. During 
the past four decades the ideas and principles of welfare economics have con- 
stantly grown in elaboration and authority. But there has been a counter- 
movement, and Professor Reder’s book, perhaps all the more strikingly because 
he is so obviously reluctant to reach his own conclusions, shows how far the 
basic structure of welfare theory has been undermined. 

Dr. Reder presents an ingenious and very absorbing attempt to bring together 
static welfare analysis; dynamic problems of employment, cycles and monopoly; 
the theory of money; and the philosophy of planning. It is a job which badly 
needs to be done. Yet the present volume will probably be found more signifi- 
cant for the questions which it raises than the solutions which it offers. The 
book is an example of scholarly caution, yet, from that very virtue, it contains 
so many qualifications as to leave one wondering just what there is left of the 
welfare theory anyhow. For example, “refusal to attempt inter-personal 
comparisons of utility makes it impossible to judge, on welfare grounds, the 
propriety of measures involving (or aiming at) a redistribution of wealth” 
(p. 20) (italics supplied); and “We are inclined to believe that many of the 
traditional propositions of welfare economics would emerge unscathed from a 
dynamic ‘cross examination.’ But the standard ‘proof’ of these propositions can- 
not be used as a basis for this belief” (p. 177) (italics supplied). 

Space does not permit the summarizing, in detail, of Reder’s many interesting 
demonstrations, and the number of vitally important questions which he raises. 
Despite strenuous efforts, he never, in the reviewer’s opinion, manages to escape 
from two major defects of analysis which run through the whole book. They 
are (1) a lack of appreciation of the inseparable nature of growth and change; 
(2) a literal application of the pleasure-pain calculus and a view of human nature 
as a consuming machine. In addition, the approach taken toward the business 
cycle seems much over-simplified. 

A careful reader will be struck in many places by the abstraction of the logic 
employed, but only one or two examples can be given. Reder tells us that “in 
a socialist society where firms are run by salaried managers” the man who makes 
a mistake in forecasting ‘‘would not suffer a lower income” (p. 81). But would 
he be “‘suffered” to continue in the job? Might not the loss of the job (at the 
very least) mean something to him? 

Again, ‘‘It is no wonder that there should be a demand for guaranteeing people 
jobs in their own occupations. However, there is really no need to do this in 
order to grant the individual security ... persons attached to industries or 
occupations that are over-crowded” could be retrained ‘“‘at government expense.”’ 
They could be paid the “current reward of their current [former?] occupation, 
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while retraining. Thus unemployment would not involve any personal loss to 
the unemployed” (p. 203) (italics supplied). The 55-year-old specialist or 
professional man whose occupation has become obsolete will doubtless be in- 
terested to hear these words. 

The reviewer wishes he could say more for the conclusiveness of the amount 
of close thinking and tremendously hard work which has so evidently gone into 
this book. But the verdict seems inescapable that the writer has attacked his 
problems with far too narrow a range of equipment. Logic alone is never 
enough. 

University of Virginia Davin McCorp Wricut 


Export-Import Banking: The Instruments and Operations Utilized by American 
Exporters and Importers and Their Banks in Financing Foreign Trade. By 
William 8. Shaterian. New York: Ronald Press Co., 1947. Pp. ix, 397. 
$5.00. 

The clue to the nature of this book is given by its subtitle. It is a technical 
manual of export and import banking practices and procedures, not a treatise 
on the theory and problems of foreign trade finance. 

The book is divided into three parts. Part I outlines the development and 
organization of foreign departments in American banks. Part II deals with 
instruments and terms, including the bill of exchange, bills of lading, marine 
insurance, consular invoices, and trust receipts. The rights and liabilities 
created by the various forms of these instruments, and their uses in foreign 
trade finance, are ably delineated. Part III discusses operations: the buying 
and selling of foreign exchange; the purchasing, discounting, and collecting of 
bills payable abroad; and commercial credits. Throughout the author stresses 
the fundamentals of export-import banking practices and procedures which were 
used before World War II and which (presumably) wil! be used again in peace- 
time, ignoring the monetary, exchange, and shipping regulations imposed during 
the war. 

Mr. Shaterian has drawn upon his 28 years of foreign banking experience to 
produce a lucid and readable explanation of a complicated and technical subject. 
Although written from the banking point of view, the book is broader than its 
title indicates, covering many phases of exporting and importing procedure. 
It should be useful as a reference work in foreign trade and finance courses where 
the case method of instruction, with documents to be completed, is employed. 

More careful editing would have eliminated the shifting from third person to 
first person which occurs frequently throughout the book, and corrected other 
minor weaknesses, such as the failure to relate the discussion of coinsurance 
(chapter 7) to foreign trade finance. 

Reproductions of the instruments and forms described, and an appendix 
containing Uniform Customs and Practice for Commercial Documentary Credits 
Fixed by the Seventh Congress of the International Chamber of Commerce and 
Revised American Foreign Trade Definitions—1941 enhance the value of the 
book. 

Emory University ALBERT GRIFFIN 
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A Centenary of Marxism. Edited by Samuel Bernstein and others. New 

York: Science and Society, 1948. Pp. 196. $2.50. 

Although the year 1948 is the centenary of the appearance of Marx and Engels’ 
Communist Manifesto and is thus a most appropriate time for this little volume 
of essays to see the light, this year can scarcely be called the most auspicious 
one in which to get calm consideration for Marxism in its many and varied 
aspects. If the opening phrase of the Manifesto, ‘A specter is haunting Europe,” 
seemed a little overdrawn in 1848, it does not seem so in 1948. Indeed, the 
specter today haunts a large part of the world and not merely Europe. 

Regardless of whether one is a friend or foe of Marxism, it must be admitted 
that the doctrines enunciated in tue Manifesto have been among the most 
important ideas ever to be cast into the turbulent stream of history. In so far 
as they shed light upon the origins of these doctrines, therefore, the essays in 
this volume serve a certain purpose. 

As is to be expected in a collection such as this, the individual essays vary a 
great deal with respect to their historical interest and their critical and literary 
value. They are all pretty well tainted, however, with a kind of academic 
scholasticism that is characteristic of much “bourgeois” scholarship when at a 
level less than its best. From these essays can be gleaned no inkling of any 
growth or development that may have occurred in Marxist doctrine during the 
last hundred years. Nor is there any intimation of the effect that these doctrines 
have had upon the thinking of the Western world during the past century. 
This seems to be rather unfortunate in a world that is obsessed with the problems 
of the present and the future and to which 1848 and its ruminations is already 
ancient history. 


Federal Reserve Bank of Atlanta Eare L. RAUBER 


Applied Job Evaluation. By H. Geddes Stanway. New York: Ronald Press 
Co., 1947. Pp. viii, 75. $3.50. 


Practical Job Evaluation. By Philip W. Jones. New York: John Wiley & 

Sons, 1948. Pp. xvi, 304. $4.00. 

The job evaluation method of establishing more rational wage structures 
received strong impetus during World War II. In the succeeding three years, 
a number of noteworthy contributions to job evaluation literature have appeared. 
One of the more comprehensive, Lytle’s Job Evaluation Methods (Ronald Press, 
New York, 1946—see Southern Economic Journal, July 1946) was a thorough, 
scholarly analysis of the various approaches to job evaluation. As a natural 
follow-up, studies of job evaluation problems and procedures round out the 
picture. 

Applied Job Evaluation, by H. Geddes Stanway, is a good simplified study of 
a procedure for working out, installing, and administering a job evaluation plan 
with strong emphasis on the point evaluation method. ‘The author frankly 
admits to a partiality for the point evaluation method for rank and file jobs in 
factory or office...” and so discussion of other methods is sketchy. Tables, 
charts, and forms are clearly explained. For anyone interested in the mechanics 
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of establishing a job evaluation system, the book should constitute a valuable 
guide. 

One fears that the author has oversimplified the job evaluation process, but 
in so doing he has pulled key points from works such as that of Mr. Lytle and 
rendered it possible for a layman to see the main points involved in the job 
evaluation technique. He could scarcely do more in a 75 page study, much of 
which is taken up with charts, tables, and forms. 

Practical Job Evaluation, by Philip W. Jones, is a more comprehensive treat- 
ment of preparation, job rating, and administering job evaluation. The author 
has a heart-warming comprehension of problems arising in the course of working 
out a job evaluation plan. He therefore performs a real service by explaining 
procedures in detail, discussing troubles incurred, and outlining methods for 
overcoming difficulties. This is another book attuned to the operating organiza- 
tion but should be useful for instructional purposes likewise. 

From an analytical standpoint, the book itself “evaluates” much as follows: 
attendant manuals, forms, charts, and appendixes are excellent for reference 
purposes; explanation here, likewise, is readily understood; the work has more 
meat than does the Stanway study; the bibliography is good. On the negative 
side, the author quotes as gospel many conclusions on which there is some 
question, and he does this without backing from source material; as with Stan- 
way’s study, primary emphasis rests with operating-type jobs; he is inclined to 
slide over as inconsequential many problems which are not as readily solved as 
one might suppose from the writing. For example, on page 180 he blithely 
dismissed merit rating as a basis for increases on the ground that “systems of 
merit increase in which wage increases within a given classification are based on 
‘“‘meritorious” performance on a job have been difficult to defend, since these 
systems are based on comparisons of individuals to each other instead of measure- 
ment of an individual against a job standard.” This is not necessarily so. 

All in all, both books are worthy additions to the still developing study of job 
evaluation. 

University of North Carolina R. P. CALHOON 


The Economic Problem in Peace and War. By Lionel Robbins. London: Mac- 
millan & Co., 1947. Pp. viii, 86. $1.50. 

It must have been an odd experience for that protagonist of economic liber- 
alism, Professor Robbins, to spend six war years helping to make economic 
planning work. In the Marshall foundation lectures under review, he reappraises 
the basic problem of economic policy in the light of this experience. His faith 
in the superiority of the market mechanism emerges unshaken; he would, for 
example, meet wartime commodity shortages with a policy of equalizing incomes 
through taxation or subsidies, rather then “falsify” the price system through 
controls. But he rejects the “fiscal policy” of war control without inflation as 
inadequate though heroic: total war demands total planning. He also defends 
certain controls in times of transition marked by deep-seated disequilibria. He 
is not deceived, however, by the easy success of wartime planning. The singular 
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unity of purpose imposed by total war simplifies planning enormously; in peace- 
time, such unity would have to be forcibly imposed upon dissenting minorities. 
Ultimately, therefore, he affirms his “belief, not in a spontaneously harmonious 
free enterprise, but rather in a deliberately constructed competitive order.” 
This statement seems to save the soul of liberalist economic policy at the sacrifice 
of its body; and one may well wonder whether there is really ‘“‘nothing in the 
nature of the world” to prevent us from making that constructed order of freedom 
real. Professor Robbins’ slim volume serves as a penetrating, realistic introduc- 
tion to broad problems of planning in a noncollectivist society. 
University of Georgia GREGOR SEBBA 


Studies in Income and Wealth. Conference on Research in Income and Wealth. 
Vol. 10. New York: National Bureau of Economic Research, 1947. Pp. xi, 
340. $4.50. 

Perhaps no area in the field of economics is so beset by conceptual, methodo- 
logical, and statistical problems as the measurement and analysis of national 
income. The papers and discussions presented in this volume reflect the notable 
advances made in the refinement and application of these data in the last few 
years. 

Those interested in the background of the recent revisions of the national 
income series by the Department of Commerce will welcome the ‘Report on 
Tripartite Discussions of National Income Measurement” by Edward F. 
Denison. While many will be disappointed with the incompleteness of the 
report and the rationale of treating some items, no one can fail to be impressed 
by the progress made in developing uniform standards for international com- 
parisons among the United Kingdom, Canada, and the United States, despite 
lack of agreement on many points. The care with which preparations were 
made for the Commerce Department revisions is exemplified in the paper by 
Dwight B. Yntema on “National Income Originating in Financial Inter- 
mediaries.” 

A unified concept of national income and its components among different 
countries still leaves unanswered many questions of the comparability of the 
results. These difficulties are analyzed in the paper by Morris A. Copeland, 
Jerome Jacobson, and Bernard Clyman: ‘Problems of International Compari- 
sons of Income and Wealth.’ Both intertemporal and interspatial comparisons 
were made. The methodology for each has much in common, but the difficulties 
of intercountry comparisons—at best hazardous—were accentuated by wartime 
structural changes. Nevertheless, rather interesting results were achieved in 
the comparison of direct measures of consumption levels among the United 
Kingdom, Canada, and the United States. 

The progress made in developing national income estimates in these English- 
speaking countries stands out in sharp contrast to that made in other countries. 


1 Based on the report prepared for the Combined Production and Resources Board: 
The Impact of the War on Civilian Consumption in the United Kingdom, the United States 
and Canada, Washington, Government Printing Office, 1945. 
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“National Income Estimates of Latin American Countries” is a scholarly review 
by Loreto M. Dominguez of the work done in this area by all but four of these 
countries. The problems of international comparison arising from institutional 
differences emphasize the need for a unified conceptual approach. More serious, 
however, is the paucity of statistical data, without which there is little hope of 
even approximating the national income for these countries. 

The application of national income estimates to national policy is described 
by Gerhard Colm in ‘The Nation’s Economic Budget—A Tool of Full Employ- 
ment Policy.” Dr. Colm outlines the procedural steps in forecasting future 
income and how prospective changes may provide the basis for planning economic 
and fiscal policies. Perhaps the most significant paper in the volume is the 
description of how this was actually attempted in the now notorious estimates 
of postwar unemployment: ‘Forecasting Gross National Product and Employ- 
ment During the Transition Period” by Everett E. Hagen. The wide margin of 
error did much to discredit the methodology, but analysis of the pitfalls should 
provide a better basis for future estimates. Considerable skepticism still 
remains, however, of whether such estimates provide a reliable guide to fiscal 
policy implementation. 

“Savings and the Income Distribution” by Dorothy 8. Brady and Rose D. 
Friedman is a penetrating analysis of the relationship of savings to the level and 
distribution of incomes. The authors find a more stable relationship between 
the percentage of income saved and the relative income positions (i.e., percentile 
distribution) for families of different size than is found in comparisons with the 
absolute size of income. They conclude that the effect of an increase in the 
level of incomes on savings is less than is generally assumed from consumption 
patterns of previous periods. The implications of this for the consumption 
function are obscured, however, by the effect of price changes. 

The final paper, ‘Resource Distribution Patterns and the Classification of 
Families” by William Vickrey, proposes the classification of families by expendi- 
tures per equivalent adult for the purpose of enhancing the usefulness of family 
income-expenditure data. The shortcomings of this approach are rather 
convincingly established in the discussion following the paper. 

University of North Carolina GrorGE E. LENT 


International Trade: Tariff and Commercial Policies. By Asher Isaacs. Chi- 
cago: Richard D. Irwin, 1948. Pp. xxv, 838. $5.00. 

In his preface Professor Isaacs states that he has sought to do more than offer 
another book on trade. He attempts to give the “feel’’ of the subject by pre- 
senting it in terms of history, geography, politics, international law, human 
relations, and economics. The result is an encyclopedic history of commercial 
theories and policies. Events and details in the history of trade and commercial 
policy are thoroughly described. The opinions and positions of leaders in 
formulation of commercial policies down through the years are also related. 
Less attention is given to general principles of foreign trade or to analysis of 
the economic effects of specific commercial policies either in general or at the 
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various times when such policies have been followed by various countries. It 
is not a text on the economics of trade and commercial policy. 

The first chapters of the book describe commerce and trading institutions 
from ancient to early modern times. The policies and practices of mercantilism 
with respect to treasure, goods, population, food, shipping, and colonies are 
then explained. Following this are chapters giving the views of critics of 
mercantilism ; a description of its decline before Adam Smith; the position which 
The Wealth of Nations took with respect to the mercantilistic policies previously 
described; one on the commercial theories in England after 1776 (in which the 
positions of Malthus, Ricardo, J. 8S. Mill, and Marshall are described); and 
finally one which discusses the policy of protection as advocated in Hamilton’s 
‘Report on Manufactures” and by Friedrich List. 

The next hundred pages are a history of U.S. tariff policy. This includes 
the political and legislative history as well as the content and structure of each 
major tariff act and of the Reciprocal Trade Agreements program. Here also 
the tariff planks in the political party platforms from 1864 to date are set forth 
and analysed. 

The author describes how the tariff is made and the work of the Tariff Com- 
mission by relating the details connected with the passage of the Hawley-Smoot 
Tariff and by outlining how reciprocal trade agreements are made. 

The arguments for and against protection, tariff for revenue, and free trade 
are set forth in terms of what various people and groups have said and believed. 
As elsewhere in the work, the treatment here is descriptive rather than analytical. 

Part III is a 100-page history of the trade and commercial policies of the 
major European and Asiatic countries before and after World War I. The 
100-page Part IV gives the commercial policy history of practically every country 
in the Western Hemisphere except the United States, each country being dealt 
with separately. 

The last 225 pages of Professor Isaacs text take up problems and policies 
growing out of geographic conditions and sovereignty. The policies of control 
and restriction, cartels, the merchant marine, and air transportation are con- 
sidered. The aids which government gives to foreign traders are described. 
The concluding chapter brings the history up to date with a discussion of recent 
developments such as the Breton Woods Agreements, the ITO proposals, and 
the Marshall Plan. 

Each chapter concludes with a summary and questions for discussion. 

Emory University GorpDoN SIEFKIN 


Principles of Economics. By Albert E. Waugh. New York: McGraw-Hill 

Book Co., 1947. Pp. 934. $4.50. 

This is one of the many books on economic principles and problems which 
have made their appearance since the end of the recent war. Like most of the 
others, it has added little to what already existed—in content, arrangement, or 
method of presentation. The most commendable feature of the book is its 


clarity and simplicity. This is achieved without any material loss of exactness 
of meaning. 
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Though this is a two-course book, it easily could have been published in two 
volumes. The author makes little attempt to integrate theory and problems. 
Had it been made a two-volume work it is probable that a somewhat better 
arrangement of subject matter would have resulted. For example, the section 
on distribution is put near the end of the book in spite of the fact that labor 
problems, monopoly practices, etc., are discussed earlier. 

In the opinion of the reviewer the most serious defect of the book is the alloca- 
tion of space. This is especially true in that part devoted to theory. Fourteen 
chapters are devoted to a sort of introduction and only three to price analysis. 

Though the author states that only rarely do perfectly competitive or monopo- 
listic prices actually prevail in our present-day economy, he proceeds to devote 
practically his whole space to those two types of prices. Duopoly, oligopoly, 
duopsony, and oligopsony prices are defined and then dismissed. Monopo- 
listic competition is not mentioned. 

It would be an exaggeration to say that the author is a laissez faire economist, 
but he leans far in that direction. For example, he thinks that not only were 
all the federal laws passed to aid agriculture during the twenties and thirties 
harmful, but even the consideration of such laws served to aggravate and prolong 
the problem rather than solve it. He also seems to lean toward the idea that 
during times of widespread unemployment public charities should be relied 
upon for relief rather than public works or unemployment insurance. 

There is a list of rather good thought-provoking questions at the end of each 
chapter, and a good index at the end of the book. 

Alabama Polytechnic Institute Frep H. ARNOLD 


Mississippi, Corporate Fees and Taxes. By Louis K. Brandt. University: 

University of Mississippi, 1948. Pp. ix, 60. 

This short study is confined to a survey of the taxes levied against corporations 
in the southeastern states, excluding taxes that are also paid by natural persons. 
Beginning with a short discussion of the legal forms of business organizations 
the author discusses organizational fees, franchise, income and annual report 
taxes. Although much detail concerning various types of miscellaneous fees is 
provided, the treatment of the more important franchise and income taxes is 
very superficial. For example, the author neglected the possibilities of alter- 
native bases in the case of the franchise taxes and fails to note the considerable 
differences in the concept of “net income” among the various states. 

University of North Carolina Jor S. Fioyp, Jr. 


Essays in the Theory of Employment. By Joan Robinson. Second edition. 

New York: Macmillan Co., 1948. Pp. 190. $3.75. 

The original edition of this book was published in 1937 shortly after Keynes’s 
General Theory of Employment, Interest and Money appeared. No change of 
importance has been incorporated into the second edition, consequently the 
work must be viewed as no increased theoretical contribution as compared to 
the first edition. 

The basic purpose of the book is to apply the Keynes analysis to several par- 
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ticular issues. Parts I and II contain the essence of the work; Part III discusses 
certain problems of the foreign exchanges; Part IV contains several isolated 
essays. 

The basic problem is unemployment, though considerable attention is directed 
at the problems associated with the attainment of “correct” utilization of 
resources. 

The basic assumption is that the rate of interest is determined by the banking 
system, the individual participants in the economy playing no part whatsoever. 
This rate of interest determines the structure of production, i.e., the amount 
of capital that will be employed per laborer. Capital formation ceases when 
the proper proportioning has been attained. With no net investment there 
will be no saving. Inasmuch as this level is determined by a decision of the 
banking system there is no reason to believe that it will be one of full employ- 
ment. 

The older, or classical theory assumes that all or at least a part of the supply 
of loanable funds emanates from “real savings.” ‘Therefore when citizen X 
saves x dollars and turns it over to a finance organization that, in turn, transfers 
it to an entrepreneur who “spends” the funds for capital goods, the result of 
such an increase in thriftiness is not to bring about a lower level of employment 
and economic activity. 

Since the original edition of this work came out in 1937 much progress has 
been made in theory, and while Joan Robinson’s book was somewhat of a land- 
mark in 1937, today it will be considered as a step along the road to a fuller 
theoretical framework. 

University of Miami Grover A. J. NoETzEL 


Land Economics. By Roland R. Renne. New York: Harper & Bros., 1947. 

Pp. xiv, 724. $5.00. 

Teachers of land economics have been hard pressed the last few years in their 
search for a suitable beginning text. The well-known text by Ely and Wehrwein 
(under the same title) is now, strangely, out of print. President Renne’s book 
comes at an opportune time. Many new classes in land economics are being 
organized; old classes are much expanded in numbers. Many teachers, as well 
as students, are in the “beginning” category. 

This new Land Economics follows conventional, familiar lines and surely will 
be useful as an outline from which to begin discussion. Probably this is its 
full purpose, for certainly no serious teacher of land economics would think of 
“sticking to a text.” 

_ While valuable as a general guide to subject matter, Dr. Renne’s book does 
not succeed in bringing to life the fascinating subject he has chosen. The 
stylized form apparently expected in the textbook makes it difficult to bring 
in those details of institutional life (and the intense controversy which surrounds 
each detail) which are so much a part of land economics in action. 

In view of the many important land issues now before the national and state 




















BOOK REVIEWS 95 


legislatures it is unfortunate that these practical illustrations were not used more 
widely to supplement the statement of general trends or principles. The section 
on water resources, particularly, might have been much improved by the addition 
of such illustrative matter. Statements of general relationship are usually 
made much more convincing if illustrated with current problems or case studies. 
This is particularly true in land economics. This text lacks, in a large degree, 
the illustrative case studies needed in classroom work in land economics. 

The statement of Economic Processes in Land Utilization (chapter 5) is rather 
general and Figures 10, 11, and 12 would be confusing to many students. 

Little or no attempt has been made to relate land affairs to the various eco- 
nomic philosophies, such as socialism and communism, which are sweeping the 
world. Some of the economic principles set out here doubtless are applicable 
to land affairs in all countries, but as institutional arrangements play so large a 
part in day-to-day operation of land matters, it would have been well to state 
briefly some of the approaches to land problems made by societies other than our 
own and by dissenters from capitalism within our own ranks. 

U.S. Department of Agriculture Rosert W. HARRISON 


The Board of Directors and Business Management. By Melvin T. Copeland and 
Andrew R. Towl. Cambridge: Harvard University Graduate School of 
Business Administration, 1947. Pp. xii, 202. $3.25. 

This book is the outcome of many years of research by the authors and some 
of their associates on the faculty of the Harvard Business School. The earlier 
work by Dr. John C. Baker in his Directors and Their Functions: A Preliminary 
Study served as the foundation study for the present volume and supplied some 
of the basic material. The authors have relied, however, on interviews, con- 
sultations, and their own personal observation and experiences for the main 
substance of their study. 

The particular approach to the study of the board of directors adopted by the 
authors is neither legal nor financial, as might be expected, but essentially 
managerial, dealing with the recruitment and dismissal of directors and executive 
officers and the general problems concerning long-run policy and progress. 
The requisites of a good director are described and illustrated by numerous 
cases involving directors in action and their techniques for coping with critical 
situations. 

Perhaps the most unique requisite contributed by the authors is what is 
described as the ability to ask discerning questions. The discerning question 
is one that “opens up a situation where action or at least a thorough review of 
policy is called for.”’ According to them also, “the discerning question is the 
director’s principal tool and one of his major contributions to the management 
process.” 

Every corporation director and every major executive officer will find this 
little book well worth the reading. 

University of Alabama EK. H. ANDERSON 
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Southern Manufacturer’s Tax Bill. By James W. Martin and others. Lexing- 

ton: University of Kentucky, 1947. Pp. vii, 88. 

This short study consists of papers presented before a conference held under 
the general sponsorship of the Bureaus of Business Research of the Universities 
of Alabama and Kentucky together with the University of Alabama Bureau of 
Public Administration and the Southern Regional Committee of the Social 
Science Research Council. It begins with a short summary of the work of the 
conference by James W. Martin, followed by papers dealing with the application 
to manfacturing of the tax systems of Alabama, Georgia, Kentucky, Tennessee, 
Texas, Virginia, and West Virginia. The study is concluded with a very brief 
commentary upon European tax methods. 

Professor Martin reaches some very interesting conclusions concerning the 
tax burden of manufacturers and the effect of this burden upon their total costs. 
It is hoped that the data upon which he bases his conclusions will be published. 

The descriptions of the taxes of the various states show wide variation, some 
providing detailed information concerning the application of state and local 
taxes to manufacturing while others deal with tax systems in a general way. 
Descriptions of the taxes applicable to manufacturers in Alabama, Virginia, and 
West Virginia provide many facts which were hitherto unknown or obscure. 
Of special interest is the discussion of actual tax administration on the state and 
local level in Virginia, Tennessee, and West Virginia. 

The study does not attempt actually to compute a tax bill for manufacturers 
in the various states. Very little information is given concerning interstate tax 
differentials although some comparison is made of the taxes paid by manufac- 
turers as contrasted with those paid by other businesses. 

Students of state and local finance in the region will find a considerable amount 
of interesting data in this study. 

University of North Carolina Jor S. Fioyp, Jr. 


Basic Yields of Bonds 1926-1947: Their Measurement and Pattern. By David 
Durand and Willis J. Winn. New York: National Bureau of Economic 
Research, 1947. Pp. 40. 

Basic Yields of Bonds is another informative and lucid study of the NBER. 
The 40 pages include 5 tables and 13 charts. The study is divided into three 
major sections and an Addendum: (1) The Measurement of Basic Yields; (2) 
The Pattern of Basic Yields, 1943-47; (3) The Changing Pattern of Basic Yields, 
1926-47; and (4) Addendum: Relation of Basic Yields to Coupon Rates. These 
will be commented upon briefly below. 

The concept “basic yield” is defined as “the lowest limit of yields actually 
attained in the market by high grade bonds of a given maturity and a given 
class.”” Market valuations are used to determine quality; thus bonds yielding 
the smallest return in the market are deemed to be the highest quality bonds. 
The basic classification used for this analysis was corporate, municipal, and 
treasury bonds. An effort was made to eliminate ‘‘extraneous’’ influences which 
tend to affect yield unfavorably, by omitting bonds with convertibility, active 
sinking fund programs, or ‘“‘other features that unduly influenced the yield.” 
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Of special interest are the charts illustrating the comparative yields of cor- 
porate, municipal, taxable, and partially tax-exempt treasury bonds. While the 
yields on all classes of bonds tended to vary directly with their maturities, 
corporate yields exceeded all other classes in practically every sample used from 
1943 through 1947. The low yield on municipals is attributed primarily to 
their tax-exemption and noncallable features. This obviously stimulates 
demand for the issues and enables the local governments to issue subsequent 
bonds at extremely low rates. Non-tax-exempt treasury bonds tend to yield 
higher returns and might, if the Federal Reserve were not an active buyer, yield 
even higher rates. 

It is shown that, contrary to common belief, the pattern of declining basic 
yields, as existed from 1932 through 1947 for all classes of bonds, was not normal 
for the period 1926 to 1930 for municipals or for corporates. All maturities of 
municipals and corporates, from 3 through 30 years, showed a net increase from 
1926 to 1930. Long-term and medium-term municipals, corporates, and partially 
tax-exempt treasury bonds also showed an increase in yield for long and medium 
maturities for the period 1926 to 1932. 

The writers finally call attention to the interesting fact that bonds tending to be 
marketed at par command a better market, and thus a lower yield to the investor, 
than bonds sold at a high premium. This follows from the fact that investors 
like what appears to be a bargain as evidenced by their price tag in the market. 
Thus, ‘In practice—bonds selling near par are definitely preferred to those selling 
at a high premium, and consequently they yield appreciably less.” 

University of Mississippi L. K. Branpr 


Forward Prices for Agriculture. By D. Gale Johnson. Chicago: University of 

Chicago Press, 1947. Pp. xiii, 259. $3.00. 

The impotency of the farmer in the national economy has long been recognized. 
His failure to secure what has been termed a “fair” share of the national income 
and his relatively low standard of living bear testimony to his weak position in 
our economy. It has been the ambition of most students of agriculture, as well 
as agrarian statesmen, to find a means by which the power of the farmer could be 
safely augmented. It was first envisioned that education and availability of facts 
would be all-sufficient. To this end federal and state governments, through the 
establishment of experiment stations, agricultural colleges, extension services, 
and by other means, made available to the farmer facts on the technical and 
economic phases of farming and on national and international conditions which 
might affect his actions. Indeed, the farmer was almost smothered with facts 
and overcome by numerous special services. As a result he has been dubbed the 
“most pampered man on earth.” 

In spite of these efforts, the farmer’s relative position in our economy has not 
changed materially. It is evident, therefore, that the farmer must be confronting 
a more potent force than ignorance. To Professor Johnson the farmer’s condi- 
tion is the result, in part at least, of his failure properly to allocate his resources 
in the production of farm commodities and, in part also, of a maldistribution of 
resources between agriculture and the rest of the economy. In short, the farmer 
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does not or cannot use his resources correctly and he possesses an oversupply of 
resources, especially labor, which should be shifted to the other segments of the 
economy. In the words of the author, the problem centers around “the alloca- 
tion of resources within agriculture and between agriculture and the rest of the 
economy” (p. 6). 

How is such a Herculean task to be accomplished? The use of the farmer’s 
resources is conditioned by “uncertainty” especially as to prices which he has to 
pay for some of his cost elements but more particularly to prices which he receives 
for what he produces. This price uncertainty is traceable to the farmer’s 
inability to control output. Since this is the case, then it is essential that some 
method be devised by which the price uncertainty may be reduced. Professor 
Johnson is of the opinion that this can be accomplished by ‘forward pricing.” 
The author, therefore, proposes (in effect) that a national program be devised and 
put into operation which shall have as its aim (1) the determination of quantities 
of specific farm commodities which the nation will require for domestic consump- 
tion, for export (in the event that the commodity is on an export basis), and 
emergency for storage and (2) the publication of guaranteed prices far enough in 
advance so that the farmer can decide just how much of the various products he 
is willing to produce. In the event that the production “goals” are not attained 
for any specific product, very likely the market price would be higher than the 
“forward price.” If so, the next year, assuming no change in the price of com- 
peting commodities, the “forward price’? would be increased. This increase in 
price, again presumably, would be followed by an increase in output. Thus, by 
varying the guaranteed forward price, production could be adjusted to the 
required level. 

The forwarding pricing plan does not contemplate nor does it provide for any 
control over production or the market. At all times the producer will sell his 
product in the free competitive (sic) market. Any loss sustained, because of 
differences between the market price and the guaranteed market price, will be 
paid the farmer by the federal government. It is anticipated that these losses 
will be minimized since the government will be able to recoup losses in any given 
year by selling at a time when the market price is higher than the guaranteed 
“forward price.”” Inshort, over any normal period the “forward prices” would 
approximate market equilibrium prices. 

The author is to be congratulated for his expert handling of a difficult problem 
and for his lucid explanation of the various facets which such a problem entails. 
If annual production and income variations are to be achieved for farmers, some 
effective plan must be devised, and in this respect forward pricing is an attractive 
example. It is doubtful, however, that stabilization of production and income, 
even if achieved, is the complete answer to the farm problem. 

North Carolina State College G. W. Forster 


The American Economy: A Functional Analysis of Economic Principles and 
Practices. By S. J. Flink. New York: Dryden Press, 1948. Pp. xxviii, 
746. $4.75. 

The author has written a new book on the principles of economics designed 
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for use as a two-semester course in economics. The 28 chapters are divided into 
five major parts: The Foundations of Our Economy, The Business Enterprise, 
Price Structure and Price Policies, Money and Credit, and National Income 
Analysis. 

The content of the book will probably be accepted by most economists as 
sound, for the author rides no hobbies, exhibits no profound prejudices, and 
leaves out personal opinions. Instead, he tries first to give the theory or princi- 
ple, and then to integrate the theoretical analysis with actual operation as it takes 
place in the American economy, using several specific cases to illustrate the 
theory or principle. Thus, the student is taken through three steps in a lesson, 
namely, theory, analysis, and practical application as shown in one or more 
cases. 

In his preface, Dr. Flink defends his procedure by saying, ‘“‘Such an integrated 
presentation trains the student in rigorous analytic methods characteristic of 
economy theory and at the same time exposes him to the techniques used by the 
economist when he examines current problems. ...He should be capable of 
making a more intelligent interpretation of the dynamic world in which he lives 
and in which he expects to take his place before long.” 

The mechanical makeup of the book is good, for the print is large enough to be 
easy on the eyes, and it is printed on good quality paper. The diagrams, charts, 
and illustrations are large enough to be easily grasped, and ample explanations 
are given for their interpretation. The material in the textbook is up to the 
minute, often including facts and references as late as 1947. 

New developments, new institutions, new laws, and new statistical data 
are included with simple and direct-to-the-point explanations which lead the stu- 
dent to see the important ideas and their application to theories and prin- 
ciples. 

The teacher’s manual, supplied to the instructor by the publisher, is full of 
specific helps: it includes additional advanced theories not given in the text, 
further explanations and analyses, and occasional lecture outlines which parallel 
each chapter. 

The textbook is ideally fitted for use in the junior college or university mak- 
ing use of graduate instructors. It is expecially well adapted for women’s col- 
leges. 

Two objections might be mentioned by some instructors: first, there are no 
questions after chapters, such as many teachers find very useful as a basis for 
class discussion or written assignments; second, there is no section on “isms” 
with which to familiarize the student with these types of economic systems. 
A possible third objection might be advanced that the book may fail to challenge 
the abilities of the better students. 

Florida State University W. G. SHovER 


Negro Year Book, 1947. Edited by Jessie Parkhurst Guzman. Tuskegee, 
Ala.: Department of Records and Research, 1947. Pp. xv, 708. $4.50. 
The Negro Year Book was initiated by the late Booker T. Washington in 1912, 
and was edited by the late Monroe N. Work until 1938. It has appeared some- 
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what irregularly through the years since its founding. The current issue is the 
tenth edition. 

This edition represents considerable improvement over previous ones. 
Twenty-five authors have contributed signed sections or chapters on various 
special subjects, and the general typography, indexing, and readability have been 
improved. The 40 chapters in the volume deal with practically every aspect of 
the problems and achievements of Negroes in the United States, Latin America, 
Europe, and Africa. Several chapters are devoted to the Negro in industry, 
labor, agriculture, and business. The Negro Year Book is a valuable source of 
ready factual information and interpretation. 

University of North Carolina Guy B. JoHnson 


California Agriculture. Edited by Claude B. Hutchinson. Berkeley: University 
of California Press, 1946. Pp. viii, 444. $5.00. 

The seventy-fifth anniversary of the University of California will be com- 
memorated in various ways, including this book, one of a series. The dean of 
the College of Agriculture with his associates and their assistants—including 
affiliated units—gives us considerable economic, historical, geopolitical, and 
psychosociological comment, in addition to principles and practices, to make this 
California narrative a most pleasing publication. 

The state of California is considered in six sections. The scope of the activities 
within the state is apparent when it is realized that only 6 per cent of the 132,658 
farms (1940) were classed as general with only 9 per cent of the population of the 
state (1945) living on farms with production valued at $1,750,000,000. Hutchin- 
son contrasts California, having 118 different kinds of farming areas, with 
Texas, which has 20 and Pennsylvania, which has 25, saying that nowhere else in 
comparable areas is there such a wide range of ecological factors combined with 
such concentration of effort or specialization calling for outstanding technical 
and scientific knowledge. 

The generalizations, comments, and data may not have received as full and 
complete documentation as specialists may desire. Bibliographical data will 
suffice, as President Robert Gordon Sproul of the University of California might 
say, ‘for the intended scope and utility” of the work. 

Six sections of the book by ranking members of the faculty in Agriculture cover 
a tremendous range. Professor Frank Adams starts with the Spanish soldiers 
and missionaries bringing cattle and swine to San Diego in 1769. He carries the 
narrative through 1869, when transcontinental rails reached San Francisco Bay, 
thus ending the covered wagon era. 

Animal husbandry is handled by Professor George H. Hart and associates. 
Crops are discussed by Professor Warren P. Tufts. Insects, pests, and diseases 
are the domain of Professor Ralph E. Smith, who concludes that agricultural 
health produces agricultural prosperity. Fertilizer usages, soil chemistry, and 
water utilization are summarized by Professor Hans Jenny and others. Agri- 
cultural economics is the subject of an excellent concluding section by Professor 
Murray R. Benedict and collaborators, emphasizing agricultural expansion and 








BOOK REVIEWS 101 


economic integration. California still retains an outlook and social structure 
that, according to Murray R. Benedict, differ markedly from those of other parts 
of the country. He also comments on many decades of experimentation with 
cotton, finding recent similarity with the problems of other southern cotton areas. 
The Golden State has had diverse conditions and labor problems at various times 
involving American Indians, Chinese, Japanese, Hindus, Filipinos, Negroes, 
Europeans, Mexicans, and others such as the pioneer Chilenos. 

Many problems of agricultural production, market development, govern- 
mental aids and handicaps, as well as of the correlated features in the natural 
sciences and engineering finance remain to be solved. 

Doctor Benedict, in all too few pages, has exemplified the opportunity 
existing for southeastern educators and specialists to present evaluations of our 
southern states. Many major projects and myriad individual opportunities can 
be stimulated. For example, in 1874, in California, an irrigation plan for the 
Sacramento-San Joaquin Valleys was adequately devised, but never sold locally 
or nationally to the public. This long delayed plan is essentially today’s 
Central Valley project in California. California is still crying for water. 

The Southern Pacific Railroad system and its predecessor the Central Pacific 
were largely responsible for transportation of California food products during 
the nineteenth century; but on page 398 the Union Pacific Railroad is given 
credit for making possible, in 1869, the national market for many distinctive 
crops. 

The influences grouped under oceanography are scantily referred to under 
“fish meal and oil.’’ The editor and collaborators show economists in the South- 
east a regional type of vigorous, truthful, creative, and constructive book which 
could be compiled both here and throughout the nation. 

We may conclude that many writers will be influenced by this book in their 
preparation of other regional documentations and evaluations. Its great value 
lies in its academic forte, and clear, practical evaluation of California agriculture. 

Memphis State College FisHer A. BucKINGHAM 


War and Prices in Spain, 1651-1800. By Earl J. Hamilton. Cambridge: 

Harvard University Press, 1947. Pp. ix, 295. $5.00. 

War and Prices in Spain, 1651-1800 completes Professor Hamilton’s excellent 
treatment of the movement of prices in Spain from 1351 to 1651. Based upon 
exhaustive research in original documents in Spain and Latin America, this work 
constitutes a blending of statistical and historical techniques that represents 
economic history at its best. 

Plan and conclusions are clearly indicated by the author in his introductory 
chapter. ‘The chief purpose of this study has been to determine the effects upon 
commodity prices of the long, frequent, and disastrous wars in which Spain 
engaged. ...The second half of the seventeenth century witnessed alternate 
inflation and deflation, violent fluctuations of prices, and continuous economic 
decadence. Moderate inflation tended to insulate Spain against the world-wide 
appreciation of gold and silver in the first third of the eighteenth century. The 
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stability of commodity prices in 1701-1750 was a factor in arresting the economic 
decline of the preceeding hundred years and in promoting recovery. At least 
until severe depreciation of the paper currency began in 1794, the rise in prices in 
the last half of the eighteenth century increased business profits, promoted 
savings, induced investment entailing risk, and played an important role in the 
remarkable economic progress under Charles III. Limitation of the series to 
fifty-year periods has tended to prevent distortion of commodity prices by 
subtle changes in the quality of products and to reduce the bias in index numbers 
by keeping them close to the base.” 
University of Virginia. D. Ciark HyDE 
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STATE REPORTS 
ALABAMA 


Economic activity in Alabama remained at high levels during the first quarter 
of 1948. This favorable showing was made despite certain adverse conditions 
such as seasonal declines in employment, bad weather conditions, and cessation 
of work by the coal miners during the latter part of March. At the end of 
February the index of industrial production prepared by the University of 
Alabama’s Bureau of Business Research was 191.5 in relation to the average year 
during the period 1935-1939. This represents a substantial gain over activity in 
the fourth quarter of 1947. 

Alabama’s tax collections are running more than a million dollars a month 
higher than for the same period a year ago. Tax revenues for the first six months 
of the 1947-1948 fiscal year reached $44,364,915. The sales tax was the leading 
revenue producer during this period. The state income tax has also yielded 
increasingly heavy returns. At the current rate of collections, it is estimated 
that income taxes will produce $12,500,000 in revenue this fiscal year. This will 
represent an increase of nearly two million dollars over the fiscal year 1946-1947. 

Imports during January through the port of Mobile set a postwar record. 
They amounted to $3,617,120, including a shipment of crude rubber from British 
Malaya valued at $1,662,951. Imports of bauxite during the month were 
unusually high. A record number (4462) of passengers from foreign countries 
arrived in Mobile during 1947. 

More than 155 new industries began operations in Alabama during 1947. 
An analysis of these new activities indicates that they represent primarily the 
manufacture of finished consumer products for sale in Alabama and elsewhere. 
Industrial expansion in the Childersburg area near Birmingham continues at a 
rapid pace. Work on a new rayon plant in that area will start soon. It is 
estimated that the plant, which is to be built at a cost of $20,000,000, will 
employ about 2,500 people, and will occupy approximately 300 acres. A new 
cellophane plant at Childersburg is also in the planning stage. This operation 
will be somewhat larger than the projected rayon plant; it is estimated that it will 
employ 5,000 people. Both of these plants will be constructed on government 
property under a lease arranged by the Army. The lease provides that the 
federal government may take over operation and control of the plants in the 
event of a national emergency. 

The Alabama Department of Labor recently released figures showing that 
3,933,692 man-hours were lost through strikes in Alabama from October 1, 1946, 
to September 30, 1947. During this period there were 33 strikes involving 
38,336 workers. The estimated time lost through strikes does not include 
indirect and secondary effects. 

On March 15, 1948, nearly half of Alabama’s estimated 21,000 coal miners 
quit work in support of pension demands by the United Mine Workers of 
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America. The following day it was estimated that the state’s coal industry was 
92 per cent inoperative, and by March 17, the industry was at a standstill. 

On October 16, 1947, Alabama revised its law controlling the hours of work 
of minors. The new law raised the minimum working age from 14 to 16 years. 
It prohibits employment in any gainful occupation of persons under the age of 
16, except agricultural and domestic workers. Children 14 and 15 years of age 
will be permitted to work outside of school hours and during vacation periods 
in nonhazardous occupations, but not in manufacturing or mechanical industries. 
The number of working hours for these ages is limited to 40 in one week and 8 in 
any one day. 

University of Alabama Laneston T. HAWLEY 


FLORIDA 


The unencumbered balance in the state general revenue fund at the end of the 
fiscal year, July 1, was approximately $27,000,000 or. $10,000,000 more than a 
year before. However, some $25,000,000 of this surplus will be needed to meet 
expanded state aid programs for schools and welfare in the first half of 1948-49. 
The state is now contributing over $38,000,000 annually to the public schools, 
or approximately 70 per cent of their total cost. 


* * * * * 


Florida hotels and motor courts enjoyed an excellent tourist season, although 
their business was slightly off from 1946-47. The other major source of private 
income in the state, the citrus industry, experienced a sharper decline. Low 
prices throughout the shippirg season led to renewed efforts to secure unified 
action among the various grower organizations, but to no avail. Proposals to 
bring the canning industry under the Agricultural Marketing Agreement Act 
were favored by the growers but strongly resisted by the canners. 

After a decade of expansion Florida was still forging ahead in the output of 
pulpwood (865,167 cords), wood pulp, and paper products. Construction is also 
under way on a $1,700,000 refining plant for production of industrial vegetable 
fats from wood. Meanwhile two other industrial ventures in the state have not 
fared so well. One of the state’s ramie mills reported a financial loss for the 
second year in a row and the U. S. Sugar Corporation abandoned its huge 
$8,300,000 plant for the manufacture of starch from sweet potatoes. 


* * * * * 


Another chapter in the long fight over disposition of the Florida East Coast 
Railway was completed when the I.C.C. affirmed a 1947 order for merger of that 
road with the Atlantic Coast Line. The decision was on a 6 to 5 division and the 
issue now goes back to the court that has held the road in bankruptcy for over 15 
years. The duPont interests are expected to appeal this plan, if accepted by the 
court, to the Supreme Court. Meanwhile, an I.C.C. examiner rejected a com- 
plaint by South Florida ports that present railroad freight rates injure their 
business. The State Railroad and Public Utilities Commission granted a 20 per 
cent increase in freight rates within the state. 
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Plans are being made for the first annual conference for business executives 
in Florida at the University of Florida in October. The University of Miami 
sponsored its annual Federal Tax Conference early in April. 

University of Florida C. H. Donovan 


GEORGIA 


The recently inaugurated contract assistance program sponsored by the 
Agricultural and Industrial Development Board of Georgia is bringing to light 
a wide variety of Georgia manufacturing plants which are in a position to supply 
materials to other manufacturers in the state. The program, begun last January 
with the cooperation of the United States Department of Commerce, endeavors 
to bring together firms seeking sources of supply and firms which are able to 
supply these needs. Companies wanting subcontracting sources, and subcon- 
tractors wanting additional work forward brief descriptions of their needs and of 
their plant facilities and production capabilities to the board, which acts as an 
impartial clearing house in making the information available to interested parties. 
Announcements, without company names, of “Contract Offerings Available’ 
and “Contract Opportunities Wanted” also are listed in the board’s Industrial 
News-letter. While the plan is just getting under way, by April the board’s 
file of manufacturing plants in Georgia with open capacity included 31 different 
types of products. Among these were such diverse items as storage batteries. 
paints and varnishes, electrical wiring devices, display fixtures, plywood, sheet 
metal, metal tools, textile machine parts, farm machinery, hydraulic presses, 
surveying instruments, and asphalt. 


* * * * * 


A detailed county-by-county survey of the forest areas of Georgia recently 
concluded by Professors B. F. Grant and A. E. Patterson of the University of 
Georgia School of Forestry reveals that the state contains some three million 
more atres of forest land than have ever before been listed. The total forested 
area of the state is placed by Grant and Patterson at 25,000,000 acres, or about 
two-thirds of its entire land area. Making a timber cruise of the state, the two 
foresters found a total of 30,000,000,000 board feet of pine saw timber and 
10,000,000,000 feet of hard-wood saw timber. In addition, the survey disclosed 
86,000,000 cords of timber under sawlog size, 68,000,000 cords of which are 
suitable for pulpwood. Thus Georgia’s timber stand, which provides her land- 
owners with a direct annual income of over $100,000,000 and is her greatest 
natural resource, is even larger than previously realized. While the results of 
this survey are encouraging, and augur well for the lumber and pulp and paper 
industries, they also emphasize the need for proper forestry practices. If 
protection from fire and scientific cutting practices can be extended to cover the 
timber held by the almost two million small landowners (who in the aggregate 
own approximately two-thirds of the total forest acreage) even as well as they 
have been applied to publicly owned land and the large private holdings, the value 


of the state’s timber resources should increase, rather than be used up, in the 
future. 





106 STATE REPORTS 


The Agricultural and Industrial Development Board, through its monthly 
publication Georgia Progress, is performing a commendable service by providing 
brief surveys of the significant industries and agricultural specialties of the state. 
Recent issues of the bulletin have been devoted to useful reviews of the seafood 
industries, the pulp and paper industry, the chenille industry, the local manu- 
facture of concrete building blocks, the marble and granite industry, tobacco and 
meat processing. While written for general distribution and not to be compared 
with studies in technical journals, the articles frequently contain information of 
considerable current interest. The April 1948 issue, for example, discusses the 
peach industry. After sketching its early development and the origin of the 
principal commercial varieties, the article describes the progress made in improv- 
ing methods of packing and shipping, including canning and freezing, and the 
present status of the industry. Total capital investment is given at about 

$25,000,000, with annual operating expenses estimated at $6,000,000. In 1947, 
' some five million bearing trees produced 5,810,000 bushels of peaches. 

Emory University ALBERT GRIFFIN 


KENTUCKY 


The administration-dominated 1948 session of the General Assembly enacted 
almost without opposition a mass of legislation which, on the whole, seems 
constructive. 

Appropriations established an all-time high. Almost 60 per cent, $71,395,000, 
went to education at all levels. The state tax on intangibles was reduced from 
50 to 25 cents a hundred and the assessment date on such property was changed 
retroactively from July 1 to January 1 to provide a better check from income tax 
returns. The motor fuel tax was raised from five to seven cents, the added 
revenue being pledged to improvement of secondary and rural roads. The 
inheritance tax was revised downward but the whiskey tax was raised from 
$1.20 to $1.28, and a 3 per cent levy was placed on race track betting. 

A state police force was created supplanting the highway patrol. A Depart- 
ment of Economic Security was created and into it was transferred the Un- 
employment. Compensation Commission, the Kentucky Employment Service, 
and the Division of Public Assistance and Child Welfare. A Department of 
Aeronautics was created to replace the Aeronautics Commission. The legis- 
lature also created the Kentucky Building Commission to be composed of the 
governor, who will act as chairman, the lieutenant governor, the attorney general, 
and the commissioners of revenue and finance. A $10,000,000 capital outlay 
appropriation was allotted for use by the commission, which was given broad 
powers. 

Another creation, after years of talk, was a Legislative Research Commission. 
One of its assignments is an exhaustive study of education in the state. The 
act provides for a full-time director and staff. 

Provision was made for submitting to the voters in 1949 two constitutional 
amendments. One would assign 25 per cent of the state appropriation for com- 
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mon schools to the equalization fund to be distributed among the poorer districts 
on a basis of need. The present limit is 10 per cent. The other would raise 
the state salary limit from $5,000 annually to $12,000 for major state officers and 
the mayor of Louisville. 


University of Kentucky RopMAN SULLIVAN 


MISSISSIPPI 


The Mississippi legislature entered its 1948 session on April 14, after making a 
record appropriation of over $140 million. Nearly all phases of governmental 
administration received increases in funds to advance existing salaries and to 
extend functions. Two so-called “pork barrel” measures were passed providing 
for the payment of $5,000,000 to counties for road maintenance and repair and 
$2,500,000 to municipalities. 

After 26 years of legislative debate, Mississippi has provided workmen’s com- 
pensation. Under the direction of a three-member appointive board, a com- 
pulsory system of compensation will be put into operation on January 1, 1949. 
The act provides that employers of eight persons or more engaged in most pro- 
ductive and service enterprises other than agriculture must provide compensa- 
tion for injuries to employes. Features of the compensation law include a 
second injury benefit fund, unlimited medical benefits, vocational training for 
partially disabled employes, and payment of $8600 or 450 weeks compensation 
for death or total permanent disability. Appeal from decisions of the commis- 
sion to a circuit court on questions of law or fact is provided, but a de novo trial 
is not permitted. Although the program is compulsory for employers of eight or 
more persons, employers of a lesser number may voluntarily join the program. 


* * * * * 


An act was passed providing for the use of experience rating in place of the 
uniform tax rate of 2.7 per cent on payrolls. The act provides for the use of a 
payroll variation plan of experience rating. A counter proposal would have 
required the use of the charge back plan of experience rating. The decision to 
use the former method was based on the more equable distribution of the tax 
burden provided by this method. 


* * * * * 


Enactment of a new oil and gas law to further the control and conservation 
of these resources abolished the old board which consisted of the governor and 
two other elected officials acting ex officio and a full-time supervisor. The 
present legislation calls for a five-member board, which is to appoint a qualified 
oil and gas supervisor, who shall administer the law. Main features of the law 
are that wastage of oil and gas is made unlawful, that overdrilling will not be 
allowed and that proration or distribution of oil and gas among the Mississippi 
fields and pools will not be based on market demand. The act also provides for 
a modified form of unit operation under appropriate circumstances. 
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A bill looking to the establishment of a central purchasing system for all state 
agencies failed of enactment. 


University of Mississippi CLARENCE E. KuHLMAN 
NORTH CAROLINA 


In late April the general attitude is one of watchful waiting until the effects of 
the Economic Cooperation program and of enlarged expenditures for national 
defense upon North Carolina industries can be discerned. Signs of slackening 
off of forward buying in textiles and furniture, and of caution among merchants in 
building up inventories, while not yet reflected in production levels, leads to the 
conviction that in the absence of some new fillip, the general course of business 
in the near future must be downward. How effective federal expenditures for 
European rehabilitation and for military defense will be in providing stimulus is 
the unanswered question of the moment. Perhaps the textile industry is the 
only important one in the state that could look for direct benefit from that 
source, but all economic activity would, of course, be affected indirectly. Al- 
though production in the state’s industries continues to move along on high levels 
on the basis or orders already booked, the people seem to sense that one phase of 
the boom has just about drawn to a close. What the next phase will be like is 
clear tono one. Meantime, there are fortunately no labor difficulties to compli- 
cate the situation. 

The sharp drop in commodity prices in the late winter has had no serious 
effect upon agriculture, which is still the state’s principal economic activity. 
In some cases prices have regained most of the ground lost; in others they are 
still at very satisfactory levels from the viewpoint of the farmers. The effects 
of an extremely wet fall and winter remain yet to be fully determined. In some 
sections small grain crops have been quite adversely affected ; in some, preparation 
for spring planting has been considerably retarded. 

Building of residences, especially of the more modest type, continues apace, 
despite some tightening in the mortgage money market, while the letting of 
contracts for certain rather large structures indicates that thinking is somewhat 
less in terms of a possible early return to prewar price conditions. Hope deferred 
having evidently made the heart of many sick, they have decided to take ad- 
vantage of the greater availability of materials and proceed on the basis of 
today’s costs. The building boom in the state is not, however, at dangerous 
proportions, unless of course one considers that any long-range commitment is 
dangerous when costs have doubled within a few years. 

Davidson College C. K. Brown 


SOUTH CAROLINA 


Continuous bad weather during the fall, winter, and early spring has greatly 
handicapped construction work, saw-milling, and the cutting of pulpwood. 
Paper companies have had to operate at a lower capacity than they otherwise 
would have because of inability to get pulpwood. Construction of industrial 
and residential buildings has been greatly handicapped by .continuous rainy 
weather, and the amount of lumber produced has been kept fairly low because 
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the weather has not been suitable for cutting and logging. Most industries, 
however, have operated at a high level and unemployment has been kept at a 
very low level. Surplus labor has been mostly of the unskilled type. The 
demand for skilled workers is strong. According to the South Carolina State 
Employment Service, there are plenty of openings for salesmen, weavers, loom 
fixers, linemen, jewelry repairmen, radio repairmen, and tile setters. Workers 
are also reported as needed in such specialized classifications as medical tech- 
nicians, pharmacists, and draftsmen. There is now a demand for farm hands, 
share croppers, and farm managers. 

Farmers are in a less favorable position than they have been in recent years. 
Bad weather not only handicapped the gathering of crops last fall but greatly 
reduced the amount of small grain sown. Furthermore, farmers have been 
unable to get very much winter and early spring farm work done. Current 
prices will serve as an inducement for a large total crop acreage but if the weather 
is not extremely favorable during the remainder of the spring, farmers will not be 
able to plant as large an acreage as in 1947. Cash income may be lower than in 
1947 even with favorable weather because a reduction of 27 per cent in tobacco 
acreage cannot be easily overcome. 

The cost of food to South Carolina housewives during the first of 1948 was 
about 11 per cent higher than during the first of 1947, according to the South 
Carolina Department of Labor. The cost of food is now more than 2} times as 
high as in 1941, or it takes 2} times as much money today to eat as well as at the 
beginning of the war. School teachers and other white collar workers have not 
experienced such an increase in pay. 

The purchase of war bonds has held up fairly well in South Carolina since the 
close of the war. Series E bonds in the amount of about $24,232,000 were 
purchased in 1947 and since the close of the war a total of $75,000,000 of Series E 
bonds has been purchased. The total purchases of Series E, F, and G bonds 
since May 1, 1941, has amounted to $432,161,000 and it is estimated that about 
69 per cent of these bonds are still held by the purchasers, or only 31 per cent 
have been cashed. It is estimated that individuals in South Carolina now hold 
more than $292,000,000 in cash value in U. 8. saving bonds and that interest 
and accrual means an earning of about $8,000,000 per year to the holders of these 
bonds. 


Farm Credit Administration of Columbia GLEN R. SmirH 


TENNESSEE 


Could revenue alone solve all the problems in Tennessee, it would seem that 
the 1947-48 fiscal year would be the problemless year. The total income of the 
state went above the $100,000,000 mark during the last fiscal year and present in- 
dications are that it will climb to an all time high by the end of the year on 
June 30. 

State revenues from all sources soared from $99,819,396.68 in 1945-46 to 
$121,856,958 last year—an increase of almost $22,000,000. Increases last year 
were made in practically all fields and greater increases are expected in all groups 
this year. At the end of the first nine months of the 1947-48 fiscal year more 
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than $93,000,000 has already been collected. If present trends continue June 30 
will find a surplus for the year of income over expenditures of around seven 
million. 

This year’s income will be augmented considerably by the new 2 per ce . sales 
tax which was not put into effect until July 1 last year. This tax alone will net 
$40,000,000 or more. Much of this sales tax is going toward solving some of the 
problems in the schools. Better paid and trained teachers, more adequate 
buildings, and more varied curricula will go a long way toward better perform- 
ance in the schools. However, it is not to be supposed that money alone can 
correct all the problems such as the depressing fact that of 150,000 Tennessee 
children who enter the first grade only 19,500 finish high school. 


* * * * * 


Employers of the state will find themselves about July 1 benefiting to the 
extent of having to pay $2,500,000 less in taxes. The 1947 General Assembly 
passed an act which stated that when the unemployment trust fund had reached 
$100,000,000, reduced taxes for employers of the state are to be put into effect 


at the beginning of the next quarter. The trust fund is now less than a half 
million of this top figure. 


* * * * * 


Complaints are being heard on every hand over the state that the loan shark is 
back in business. The small loan act of Tennessee authorizes an interest charge 
of 6 per cent a year or half of one per cent a month, plus service charges actually 
incurred not to exceed one per cent a month, both interest and service charges 
to be calculated only upon the unpaid balance. This means that 18 per cent is 
the maximum under the law. 

Before the law was passed the loan sharks charged 100 per cent interest to lend 
money. Present rumors have the rates at 40 per cent in some cases. One 
practice which has sprung up since the law was passed has been the small loan 
broker. These concerns propose to negotiate loans for individuals rather than 
make the actual loans. A customer may walk into one of these offices and desire 
to borrow $250. He walks out with his name signed to a note agreeing to pay 
$303.60 in 15 monthly installments of $20.24 each. The loan is reduced with 
each monthly payment, but by the time the note is duly met the borrower has 
paid more than 40 per cent in interest or fees for the privilege of getting $250. 

Another common practice which has sprung up in recent years is that of 
charging fees for so-called service of guaranteeing loans. A prospective borrower 
goes into a so-called indorsement office. He wantstoborrow $100. He signs a 
note for $116.50—usually made payable to some bank. A representative of the 
indorsement company will then accompany the customer to the bank and get 
the money. The customer gets $100, the balance goes to the indorsement com- 
pany, except for a small cut to the bank. The note is then repaid to the indorse- 
ment company and not to the bank. 

Determined to forestall a repetition of 1937-40 when the loan sharks charged 
100 per cent to lend money, the state is aroused to see that these two new prac- 
tices are brought within the limits of the law. 

George Peabody College JAMES E. WarpD 
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PERSONNEL NOTES 


Fred C. Balderston joined the staff of the School of Commerce and Business 
Administration, University of Alabama, at the beginning of the spring quarter 
as an instructor in economics. 

Wendell E. Beals, associate professor of commerce, University of Kentucky, 
has been granted a year’s leave for graduate study at Columbia University. 

James Warsaw Bell, dean of the School of Commerce and Business Administra- 
tion of the University of Mississippi since its founding in 1917 and dean emeritus 
since his retirement in 1941, died of a heart attack at his campus home on April 
15, 1948. He was graduated from the University of Mississippi in 1898 and 
served on the faculty from 1908 until his death except for a short period of 
service in Italy with the Y.M.C.A. during World War I. He taught in various 
Mississippi schools prior to his joining the university staff. 

E. E. Bessent, formerly part-time instructor in accounting at the School of 
Business Administration, Emory University, has been appointed chief accountant 
of Emory University. 

John 8. Bickley, after several years’ absence in the armed forces and in grad- 
uate school, has returned to the faculty of the School of Commerce and Business 
Administration, University of Alabama, as assistant professor of finance. 

Allen T. Bonnel, formerly of the University of North Carolina and recently of 
UNRRA, has been appointed vice president of Drexel Institute of Technology. 

Arthur L. Cunkle, formerly of the University of Richmond, has been appointed 
assistant professor of economics, University of Florida, effective July 1. 

H. B. Feagan has resigned from the Department of Economics and Business 
Administration at Mercer University. 

Wesley C. Harter has been appointed associate professor of business law in the 
Department of Commerce, Florida State University. 

Henry A. Leslie has been appointed assistant professor of business law in the 
School of Commerce and Business Administration, University of Alabama. 

Lee B. Lloyd has been appointed instructor in business law in the School of 
Commerce and Business Administration, University of Alabama. 

George E. Manners is resident assistant dean of the College of Business 
Administration, Atlanta Division, University of Georgia. 

James W. Martin, professor of economics and director of the Bureau of 
Business Research, was one of seven University of Kentucky prefossors recently 
elevated to the rank of distinguished professor by the Board of Trustees. 

Wylodine Shotts has been appointed instructor in economics in the School of 
Commerce and Business Administration, University of Alabama. 

Anna Green Smith, head of the Department of Sociology at Meredith College, 
has been appointed associate professor in the Department of Economics and 
Sociology at Agnes Scott College, effective at the opening of the fall quarter, 
1948. 

James E. Ward, head of the Department of Economics at George Peabody 
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College for Teachers, has been appointed correspondent for Tennessee for the 
Southern Economic Journal. 


* * * * * 


The following names have been added to the membership of the Southern 
Economic Association: 

Kenneth N. Baker, Presbyterian College, Clinton, 8S. C. 

John L. Bass, Box 4147, Howard College, Birmingham 6, Ala. 

J. G. Johnson, College of Business Administration, University of Florida, 
Gainesville, Fla. 

C. A. Kirpatrick, 316 Bingham Hall, University of North Carolina, Chapel 
Hill, N.C. 

George T. O’Neill, 115 Peele Hall, North Carolina State College, University of 
North Carolina, Raleigh, N. C. 

A. Warren Pierpont, Box 1138, Chapel Hill, N. C. 

A. A. Ring, Department of Real Estate, College of Business Administration, 
University of Florida, Gainesville, Fla. 

William D. Ross, K-3-D University Apartments, Durham, N. C. 

F. P. Thompson, Presbyterian College, Clinton, 8. C. 

T. W. Wood, North Carolina State College, University of North Carolina, 
Raleigh, N. C. 


NOTE 


The eighteenth annual conference of the Southern Economic Association will 
be held in Atlanta, Georgia, on November 19-20. 
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Technique of Economic Sovietisation: A Baltic Experience. By Endel Kareda. London: 
Boreas Publishing Co., 1947. Pp. 127. 4/-net. 

The American Economy: A Functional Analysis of Economic Principles and Practices. 
By 8. J. Fink. New York: Dryden Press, 1948. Pp. xviii, 746. $4.75. 

The Marshall Plan and European Economic Policy. By Friedrich A. Lutz. Princeton, 
N.J.: International Finance Section, Department of Economics and Social Institutions, 
Princeton University, 1948. Pp. 20. 

Guide to American Business Directories. By Marjorie V. Davis. Washington: Public 
Affairs Press, 1948. Pp. x, 242. $3.75. 

Problems in Price Control: Pricing Techniques. By Robert J. Benes and Others. Wash- 
ington: U.S. Government Printing Office, 1947. Pp. xi, 286. 55¢. 

Studies in Food Rationing. By Judith Russell and Renne Fantin. Washington: U. S. 
Government Printing Office, 1947. Pp. xvi, 404. 75¢. 

Problems in Price Control: National Office Organization and Management. By Virgil B. 
Zimmermann. Washington: U.S. Government Printing Office, 1947. Pp. xii, 184. 

Economic Report: Salient Features of The World Economic Situation, 1945-47. Lake 
Success: By Department of Economic Affairs, United Nations, 1948. Pp. xv, 354. 

The Impact of the Undistributed Profits Tax, 1936-1937. By George E. Lent. New York: 
Columbia University Press, 1948. Pp. 203. $2.50. 

Insights into Labor Issues. Edited by Richard A. Lester and Joseph Shister. New York: 
Macmillan Co., 1948. Pp. x, 368. $4.00. 

Grundlehren der Nationalékonomie: Eine Einfiihrung in die Wirtschaftsbetrachtung. By 
Eugen Bohler. 2nd ed. Berne: Francke, 1948. Pp. 286. Paper, s. fr. 12., cloth, 
s. fr. 14.80. . 
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Encouragement to Industrial Expansion in Canada: Operation of Special Depreciation 
Provisions, November 10, 1944-March 31, 1949. Ottawa: Department of Recon- 
struction and Supply, 1948. Pp. 117. 

Memorandum on University Research Programs in the Field of Labor. Washington: 
Committee on Labor Market Research, Social Science Research Council, 1948. Pp. 
vi, 54. 

Luxus und Lucussteuer. By Fritz Marbach. Berne: Francke, 1948. Pp. 84. Paper, 
s. fr. 6. 

Federal Grants-in-Aid: The Anatomy of the Problem. Report of Committee on Economic 
Policy. Washington: Chamber of Commerce of the United States, 1948. Pp. 34. 
50¢. 

Debits and Clearings Statistics, Their Background and Interpretation. By George Garvy. 
Washington: Board of Governors of the Federal Reserve System, 1947. Pp. v, 50. 

Inter-American Economic Relations: Problems and Prospects. By Richard F. Behrendt. 
New York: Committee on International Economic Policy, 1948. Pp. 98. 

A Centenary of Marxism. Edited by Samuel Bernstein and others. New York: Science 
and Society, 1948. Pp.196. $2.50. 

The Economics of Money and Banking. By Lester V. Chandler. New York: Harper & 
Bros., 1948. Pp. xiv, 732. $4.50. 

Open Markets: An Essential of Free Enterprise. By Vernon A. Mund. New York: 
Harper & Bros., 1948. Pp. xi, 272. $3.00. 

The Chilean Development Corporation: A Study in National Planning to Raise Living 
Standards. By Herman Finer. Washington: International Labor Office, 1947. 
Pp. iv, 83. 50¢. 

Behavior of Wages. By Jules Backman and M. R. Gainsbrugh. New York: National 
Industrial Conference Board, 1948. Pp. 96. $1.00. 

Mississippi Corporate Fees and Taxes. By Louis K. Brandt. University: University 
of Mississippi, 1948. Pp. ix, 60. 

Money Market Primer: A Study of the Institutions and Operations of the New York Money 
Market. By John T. Madden and others. New York: Ronald Press Co., 1948. 
Pp. viii, 212. $3.00. 

Directory of Economic and Statistical Projects: A classified list of work completed, in progress 
or planned by United Nations and Specialized Agencies. Lake Success: Department of 
Economic Affairs, United Nations, 1948. Pp. vi, 130. 

Bank Credits and Acceptances: In International and Domestic Trade. By Wilbert Ward 
and Henry Harfield. 3rd ed. New York: Ronald Press Co., 1948. Pp. ix, 243. 
$4.50. 

Business Organization and Finance. By Homer V. Cherrington. New York: Ronald 
Press Co., 1948. Pp. vii, 485. $4.50. 

Personal Finance. By Elvin F. Donaldson. New York: Ronald Press Co., 1948. Pp. 
x, 499. $4.50. 

Managerial Enterprise: Its Growth and Methods of Operation. By Oswald Knauth. 
New York: Norton & Co., 1948. Pp. 224. $3.00. 

Production Cost Trends in Selected Industrial Areas. By Philip Neff and others. Berkeley: 
University of California Press, 1948. Pp. xii, 249. $4.00. 

Fundamentals of Economics. By Myron H. Umbreit and others. New York: McGraw- 
Hill Book Co., 1948. Pp. xi, 461. $3.75. 

Wages in California: War and Postwar Changes. By Nedra Bartlett Belloc. Berkeley: 
University of California Press, 1948. Pp. xii, 98. $2.00. 
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Modern Economics. By Arthur Edward Burns and others. New York: Harcourt, 
Brace and Co., 1948. Pp. xvi, 954. 

The Management of Men. By Ronald B. Shuman. Norman: University of Oklahoma 
Press, 1948. Pp. xiii,208. $3.00. 

History of Transportation in the United States before 1860. By Caroline E. MacGill and 
others. New York: Peter Smith, 1948. Pp. xi, 678. $10.00. 

Forest Resources of the Lower Coastal Plain of South Carolina. By A.S. Todd, Jr., and R. 
B. Craig. Asheville, N. C.: Southeastern Forest Experiment Station, 1948. Pp. iii, 
45. 

1946 Commodity Drain by County From South Carolina Forests. By James F. McCormack. 
Asheville, N. C.: Southeastern Forest Experiment Station, 1948. Pp. ii, 25. 

Inheritance and Estate Taxes In Kentucky. Kentucky: Department of Revenue, 1947. 
Pp. 104. 




















AUDITING PROCEDURE 


By PAUL E. BACAS, ARTHUR HENRY ROSENKAMPYFF, and WILLIAM WIDER, 











all of New York University 


THE OBJECT of this auditing text is to discuss the procedure followed 
in the office of a public accountant and in the examination of accounts in 
such a manner that it may parallel as closely as may be the progressive 
experience of the average junior who starts at the bottom of the ladder. 
The method of presentation effectively combines the use of text material 
with the problems to be found at the end of each chapter. Throughout 
the keynote of practicality is maintained. 580 pages 


BUSINESS ORGANIZATION 
AND FINANCE 


By HOMER V. CHERRINGTON, Northwestern University 











THIS BASIC textbook in business finance analyzes step by step the 
different types of business organization in order to explain the back- 
ground of their financing. The author’s objectives are 1) to enable the 
student who plans to go into business for himself to make an intelligent 
choice of organization in accordance with the limitations of his financing, 
and 2) to help the student who expects to become identified with an 
established enterprise to enhance his usefulness and increase his oppor- 
tunities for advancement. 485 pages 


PERSONAL FINANCE 


By ELVIN F. DONALDSON, Ohio State University 














THE RONALD PRESS COMPANY. [5 Fast 26th Street. New York | 


A TEXT FOR college classes, especially designed to meet the increasing 
need for a comprehensive treatment of the varied financial problems of 
today’s living. Not a text in theory, it contains completely practical 
information directly applicable to the student’s present or future prob- 
lems. The author presents every side of a problem, showing how to 
avoid pitfalls, the advantages and disadvantages to be reckoned with, 
possibilities to be looked into. The information will have special signif- 
jcance for veterans. 499 pages 
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Distinctive McGraw-Hill Books 








ECONOMICS. An Introductory Analysis 
By Paut A. Samurtson, Massachusetts Institute of Technology. 622 pages, 
$4.50 
In this dynamic and challenging introductory text the author presents an unusually 
teachable and easy-to-follow treatment of basic economic facts and institutions, 
an exhaustive analysis of national income and output, and an incisive inquiry into 


the forces of competition and monopoly that determine the composition of national 
income. 


FUNDAMENTALS OF ECONOMICS 
By Myron H. Umprert, Erern F. Hunt and Cuaartes V. Kinter, North- 
western University. 461 pages, $3.75 
Covers the topics most necessary to an introductory course in a clear, readable 
manner, with considerable attention to such newer trends as imperfect competition, 
national income economics, and distribution theory. 


ECONOMICS PROBLEMS OF MODERN LIFE. New 4th edition 
By S. Howarp Patrerson and Kari W. H. Scuouz, Wharton School of 
Finance and Commerce, University of Pennsylvania. Ready for fall classes 

Aims to give the student a concrete idea of economic principles through the analysis 
of some outstanding problems of modern life. The book has been completely re- 


written to bring the material abreast with the rapid developments and changing 
concepts in this field. 


LABOR RELATIONS AND HUMAN RELATIONS 


By BensamMin M. SELEKMAN, Harvard University. 255 pages, $3.00 
Examines the course of influence upon the intricate network of relationships estab- 
lished when a union enters a workplace. 


PERSONNEL ADMINISTRATION. A Point of View and a Method 


By Paut Picors and Cartes A. Myers, Massachusetts Institute of Tech- 
nology. 553 pages, $4.50 
Stresses the philosophy of personnel administration rather than giving a detailed 
analysis of systems and procedures. 


Send for copies on approval 
McGRAW-HILL BOOK COMPANY, Inc. 


330 West 42nd Street New York 18, N. Y. 
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Three leading texts in the Prentice-Hall 


Economics Series—------------------ NH 
COMING BEFORE SEPTEMBER 15th: 


Modern Economic Problems 


Second Edition 
By Albert L. Meyers, Georgetown University 


REEF 


This new, up-to-date edition places greater stress on Saving and Invest- 
ment, taking full account of it in connection with Taxation, Employment, 
and Social Security. Besides this new emphasis, these important new 
studies have been added— 

@A chapter on International Economic Policy—including material 

on the World Bank and the International Monetary Fund. 

@A chapter on Union Wages as a Monopoly Problem. 

@A special problem on monopoly. 
The revision continues the emphasis on the theoretical and practical im- 
plications of national economic policy, so well received in the first edition. 


368 pages 5}” x 83” 


5. OD) SS 


International Economies 


By Stephen Enke, University of California, and Virgil 
Salera, Miami (O.) University 


The first post-war text on International Economics, giving up-to-date 
stress on— 
@ Trade Control by means of Exchange Control and Quotas. 
@ Balance of Payments Analysis. 
@ Exchange Stabilization through the International Monetary Fund. 
@ Trade Policies of the Great Powers. 
@ General Equilibrium explanation of National Specialization. 


672 pages 53” x 8” 


Business Cycles: Their Nature, 


Cause and Control 
By James Arthur Estey, Purdue University 


This book offers a comprehensive treatment of the three general divisions 
of cycle study: (1) a description of cyclical behavior; (2) a survey of busi- 
ness cycle theories; and (3) an analysis of proposed methods of control. 
554 pages 6” x 9” 
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Send for your examination copies today 


PRENTICE-HALL, INC., ftwror'. n+. 
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The New Fifth Edition of 


ELEMENTARY ECONOMICS 
Volumes I and II 


By FAIRCHILD, FURNISS & BUCK 


The new fifth edition of these two volumes represents a thorough-going 
revision with almost all of the chapters substantially revised and many 
new chapters added. Volume I contains new chapters on European 
historical background, American economic history, and foreign invest- 
ment. Volume II contains three completely new chapters on the evolu- 
tion of American agriculture, the American farm problem, and the 


organization of marketing. 


Volume I published A pril 20, 1948. $3.50 
Volume IT to be published this summer. $4.00 (probable) 


READINGS IN ECONOMICS 
Principles and Problems 


By ADAMS AND TRAYWICK 


This book of readings to accompany any elementary economics text 
presents a varied collection of writings which reflect the different points 
of view on important controversial issues of the past and present, and the 
conflicting solutions which have been offered, thus giving the student the 
opportunity of reaching his own conclusions. The authors present two 
major problems: the problem of maximizing social income through efficient 
production and exchange, and the problem of regularizing social income 


at remunerative levels of employment. 


To be published this summer. $3.00 (probable) 
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The Impact of the Undistributed 
Profits Tax, 1996-37 


George E. Lent 


Based largely on previously unpublished data of the U. S. Treasury Department 
and the Bureau of Internal Revenue, this is the first inductive (or statistical) 


study of the undistributed profits tax not derived from questionnaires to business 
firms. 


It contains a brief review of legislative history from the Civil War to 1936, a 
study of the effect of the tax on corporations, dividends, and corporation credit, 
an analysis of tax avoidance by the use of non-cash dividends, and a discussion 


of capital markets, business growth, monopoly, and economic stability in relation 
to the tax. $2.50 


The Pattern of Imperialism: A Study 
in the Theories of Power 


E. M. Winslow 


A refutation of Marxist, and other, theories of imperialism as basically economic 
in origin. The author holds that imperialism is not economic, but represents such 
an old and powerful behavior pattern that it is able to dominate any economic 
system, whether capitalist or collectivist, to its own end: power. He foresees 
as the logical climax of this trend the eventual domination of the whole world 
by a single power. $3.75 





A Survey of the Eco- 
nomic Situation and 
Prospects of Europe 


“The most complete and thorough study of 


Announcement 


International Documents Serv- 
ice of Columbia University 
Press is the official sales agent 
in the United States for publi- 
cations of: 





European economy ever made,” says the New 
York Times of this report from the United 
Nations Economic Commission for Europe. 
Contains the latest information on the 16 coun- 
tries who are members of the Committee of 
European Economic Cooperation, and also 
countries of Central and Eastern Europe. 
$2.50 





UNITED NATIONS 


WORLD HEALTH 
ORGANIZATION 


FOOD AND AGRICULTURE 
ORGANIZATION 


INTERNATIONAL COURT 
OF JUSTICE 


CARIBBEAN COMMISSION 





Columbia University Press 
2960 Broadway, New York 27, N. Y. 
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American Economic Review 





VOLUME XXXVIII JUNE, 1948 


Contents 


A Monetary and Fiscal Framework for Economic Stability .... .] Milton Friedman 


snert-Period Price Determination ...... 0... ccc cc ceeeescrcccesen R. A. Gordon 
Toward a Short-Run Theory of Wages ....................---- L. G. Reynolds 
Preece Dacmetaey srt Fiscal DUNG «ox... <60csis cass nc cdcacceencs D. A. Snider 
Postwar Brazilian Economic Problems .....................+-+: J.A. Kershaw 
Commodity Currency and Commodity Storage .............. ..C. D. Calsoyas 
Inventory of Public Construction Needs ................. E. J. Howenstine, Jr. 


Communications, Reviews, Periodicals, and Notes 





The AMERICAN Economic REVIEW, a quarterly, is the official publication of the American 
Economic Association and is sent to all members. The annual dues are $5.00. Address editorial 
communications to Dr. Paul T. Homan, Editor, AMERICAN Economic REviEw, George Washing- 
ton University, Hall of Government, Washington 6, D. C.; for information concerning other pub- 
lications and activities of the Association, communicate with the Secretary-Treasurer, Dr. James 
Washington Bell, American Economic Association, Northwestern University, Evanston, Illinois. 
Send for information booklet. 




















THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by WILLIAM H. NICHOLLS 
in Cooperation with the Other Members of the 
Department of Economics of the University of Chicago 


The June, 1948, and later issues will contain: 


SaMuE.son’s Foundations of Economic Analysis: 


rn Pee ro By L. J. Savage 
Tue Rote or Matuematics in EconoMIcs............ By K. E. Boulding 
Some Osjections TO Marcinat Cost PricinG............ By William Vickrey 


ee NE OOF PORIRSD. oon Svc ieee vaceucuscecsted By Kenneth D. Roose 
AveraGE Cost PricING AND THE THEORY OF UNCERTAINTY . . By William A. Fellner 
Tue Econometric Approacu: A CriticaL ANALYSIS........... By Henry Grayson 


FOUNDED IN 1892. Published, bi-monthly: February, April, June, 
August, October, December. Subscription rate $6.00 per year. Single 
copy $1.50. Special rates: $5.00 per year for faculty members teaching 
business or economics. $3.00 per year for graduate students in busi- 
ness or economics. Canadian postage 24 cents. Foreign postage, 60 
cents. 


The University of Chicago Press’ * 5750 Ellis Ave., Chicago 37, Ill. 
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Tailor-made for perfect balance of 
theory and technique. . . 




















INTERMEDIATE ACCOUNTING 
y REVISED Newlove, Smith, White 


All the latest points in financial accounting are unusu- 
ally well illustrated. 


Research bulletins of American Institute of Accounting 
and accounting releases of the S.E.C. are worked into 
the text. 


Two sets of problems—for class—and homework— 
cover all accounting points in text. 


For second year collegiate courses—a sound foundation 
for the study of auditing. 


Ready for fall classes. 


D. C. HEATH AND COMPANY 


BOSTON NEW YORK CHICAGO ATLANTA SAN FRANCISCO DALLAS LONDON 













































































SOUTHERN ECONOMIC ASSOCIATION 


OFFIcERs OF THE ASSOCIATION 


President 
G. T. Schwenning, University of North Carolina 


Vice Presidents | 


George H. Aull, Clemson College 
David McCord Wright, University of Virginia 


Secretary-Treasurer 
J. B. McFerrin, University of Florida 


Editors of Publications 
E. H. Anderson, University of Alabama 
T. C. Bigham, University of Florida 
E. L. Rauber, Federal Reserve Bank of Atlanta 


EXECUTIVE COMMITTEE 
OFFICERS OF THE ASSOCIATION 


and 
Joseph J. Spengler, Duke University | 
Harlan L. McCracken, Louisiana State University 
T. W. Glocker, University of Tennessee 


Membership dues in the Association are: annual $3.00, 
sustaining $5.00, contributing $10.00, life $60.00, institutional 
$10.00. Membership fees include payment for a year’s subscrip- 
tion to The Southern Economic Journal. 


Applications for membership should be addressed to 
J. B. McFerrin, University of Florida, Gainesville, Florida. 



































INTRODUCTION TO BUSINESS 


BY LEWIS A. FROMAN, Ph.D. UNIVERSITY OF BUFFALO 


This new book has been written from an entirely new approach to this im- 
portant subject. It has been designed to give the beginning student a 
point of view and to impress him with the importance of the study he is 
just beginning. 

Throughout the text the author has presented the material in such a way 
as to furnish the student with an understanding of the variety of activities 
which go to make up our complete business system. He further attempts 
to make the student realize that the responsibilities of those connected with 
business enterprise are great, varied, and in some instances, highly com- 
plex. 

This material represents a minimum of duplication of that to be found in 
later and more specialized courses. For example there are no separate sec- 
tions on Production, Accounting, Statistics, Marketing, Finance, etc. 
However, these are treated throughout the book where particular business 
situations are being analyzed. The author also has deliberately avoided 
covering the technical processes and methods which require extended study 
for complete understanding, yet the need for such comprehension is em- 
phasized. 

Questions and problems have been carefully designed to cover all the major 
points in each chapter in the order in which they are discussed. 

612 Pages Price to be announced 





MARKETING: Principles and Methods 


BY CHARLES F, PHILLIPS, Ph.D. PRESIDENT, BATES COLLEGE 
AND DELBERT J. DUNCAN, Ph.D. CORNELL UNIVERSITY 


Marketing: Principles and Methods has been prepared for use in introduc- 
tory courses in general marketing. It presents a modern and comprehen- 
sive treatment of this subject with emphasis upon the application of funda- 
mental economic analysis to the field of marketing. 
In a new and distinctive approach the book begins with that part of the 
marketing machinery with which the student is familiar; the consumer and 
the marketing of consumers’ goods in the retail field. It then works back 
through the many problems involved in wholesaling and selling by manu- 
facturers with which the typical student is less well acquainted. 
Seven major sections include an Introduction; The Ultimate Consumer; 
The Industrial User, and the Market; Retailing Consumers’ Goods; 
Wholesaling Consumers’ Goods; Marketing Industrial Goods; Marketing 
Policies and Practices; and Marketing Activities and the Government. 
Provocative discussion questions for classroom use or review purposes are 
provided for each chapter. 
Approximately 800 Pages Price to be announced 
Ready August 1, 1948 
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